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Q. So I take it from your testimony, then, that

y^ou were not concerned at all with respect to the

^hare, if any, that you might be entitled to of the

let earnings of the Petitioner corporation here for

he year 1943?

A. Well, in 1943, I was not particularly con-

cerned with it, because I was contributing nothing

the company.

Q. You mean you were not working there.

A. No, sir.

Q. You had contributed your capital.

A. Yes, sir.

Q. And you got some interest on that.

A. Yes, sir.

Q. But you were not interested in any greater

'eturn on your capital, is that the situation?

A. Not at that time, no, sir. [277]

Q. You did follow and you could see the prog-

ress of the company from time to time up imtil the

ime you went into the service?

A. Well, I was also informed while I was in

lervice, so I knew just what the company was do-

ng.

Q. I suppose you had great hopes of its develop-

ng into a large corporation having substantial as-

iets and business, and from that you might secure

'eturns on your capital in the company.

A. That is correct.

Q. Was the position of Mr. Davidge more in

;he nature of an investment than as an active par-

icipant in the early stages of the development of

his corporation?
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A. Well, I don't know just how he felt about it.

I mean, to a certain extent he and I both agreed

that it was a speculation, but that it might prove to

be something, and I think he was interested in see-

ing the formation of the company, and the man-

agement and the developments that were occurring.

Now, whether he felt about it actually as an in-

vestment or a loan or just what light he viewed it

in, I am not sure.

Q. deferring to your testimony that as an in-

vestor you considered the financial arrangement,

particularly the 3 per cent with Mr. Hoffman and

the 1 per cent with Mr. Harmon, to be fair, and

that it would not unduly drain your capital invest-

ment in the company, did you have any idea that

payments [278] to be accrued and paid to those

two individuals in 1943 would aggregate about

$85,000.00 under such agreement? Did you have

any idea to that effect before the end of 1941?

A. No.

Q. That went beyond your wildest dreams and

expectations with respect to the business of the

corporation, did it not?

A. I think it all fits into the business. We had

no way of seeing that there would be that rapid

growth.

Q. That was due to the war orders, was it not?

Y. Yes.

Mr. Crouter: That is all, thank you.

Redirect Examination

By Mr. Milliken

:

Q. Mr. Douglas, did you also during the years
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1942 and '43 endorse the borrowings at the bank of

tliis corporation? A. I did.

Mr. Milliken: That is all.

Mr. Crouter: No further questions.

The Court: Let me ask you this, Mr. Witness:

What branch of the service were you in?

The Witness: United States Navy.

The Court: Did you have anything to do with

procurement ?

The Witness: I was on board ship, my whole

duties.

The Court: This is not a case where you had

anything [279] to do with this company getting

anything ?

The Witness: No, sir. I was on a shij^ outside

the Continental limits all that period.

The Court: That is all I have.

(Witness excused.)

Mr. Milliken: Petitioner rests, your Honor.

The Court: Petitioner rests. What says the Re-

spondent? [280]

Mr. Crouter: Respondent is ready to proceed.

The Court: Call your first witness.

Mr. Crouter: Mr. Cranston, please.

Whereupon,

EDWARD CRANSTON
called as a witness for and on behalf of the Respond-

ent, having been first duly sworn, was examined

and testified as follows:
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The Clerk: Tell us voiir name, please.

The Witness: Edward Cranston.

Direct Examination

By Mr. Crouter:

Q. Where do you live, Mr. Cranston?

A. 435 Plumosa Drive, Pasadena, California.

Q. What is your business?

A. I am in the manufacturing- business. I am
president of the Lumidor Manufacturing Company.

Q. How long have you been connected with that

company? A. 14 years next February.

Q. What was the business of that company in

1939 and 1940?

A. Well, we were making lighting products as

we do now; floor lamps, table lamps and fluorescent

desk lamps, and in 1940 fluorescent fixtures for of-

fices and factories.

Q. Do you know Mr. H. L. Hoffman who is in

the court [281] room?

A. Yes, sir, I do.

Q. Yriien did you first become acquainted with

Mr. Hoffman ?

A. I believe it was early 1939. Through a mutual

friend I was introduced to Mr. Hoffman.

Q. Did Mr. Hoffman ever have any connection

with the business of Lumidor Manufacturing Cor-

poration ?

A. AYo]1, he acted in the capacity of sales agent

for us from May, 1939, until the end of 1940.

O. From Mav, 1939, to the end of 1940?

A. That is right.
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Q. Will you please tell the Court in a little

more detail as to how that started and exactly

what was the relationship and what, if any, busi-

ness was handled through that arrangement "?

A. Well, in 1939 we were making floor lamps

and table lamps, distributing them through the

various power companies in the state, P. Gr. & E.

and Southern California Edison, and Mr. Hoffman

had a fluorescent desk lamp that he had brought

in from the east. He brought it in to us in search

of a Avestern manufacturer to produce it, and he

was interested in the sale of it. We as a company

weren't too enthusiastic about it because it more

or less conflicted with our power company business.

However, Mr. Hoffman was so enthusiastic about

the thing we did go in and make models and Mr.

Hoffman took [282] over the sale of it on a com-

mission basis, 10 percent commission on gross bill-

ings, and that carried on until 1940, through 1940.

The thing started to grow, as I remember, and we

asked Mr. Hoffman if he couldn't devote his full

time to it, and he didn't want to do that. That is

why it was terminated.

Q. Was Mr. Hoffman at any time in 1939 or

1940 a regular employee of the Lumidor Manufac-

turing Company?

A. No, he was never shown on our i^ayroll

records as an employee. We issued a commission

check twice a month.

Q. The arrangement was solely on commission

basis? A. That is right, yes.
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Q. Can you tell the Court from original records

of your company what, if any, amounts of com-

missions were actually paid to Mr. Hoffman during

the period you have stated?

A. Yes, I have it here.

Q. Will you please do so? Give us the original

—the commencing dates first for the year 1939 and

the last date in that year and the total amount for

the year, if you can, Mr. Cranston.

A. The commencing date in 1940

—

Q. Let's take 1939 first.

A. It was May 1, 1939. During the seven months

of 1939 we paid Mr. Hoffman $1,351.19. The clos-

ing date in 1940 is 12-15, and during that year,

the whole year, we paid Mr. Hoffman $3,532.85,

Q. Your reference to 12-15 means December

15, 1940?

A. That was the last check issued to Mr. Hoff-

man, yes.

Q. I see. Were there any other sums paid to

Mr. Hoffman as commissions or for any other rea-

son or service performed during that period?

A. No, that is all the checks we ever issued to

Mr. Hoffman.

Q. Please tell the Court whether or not Mr.

Hoffman was regarded on your records as a full

time employee or on some other basis.

A. Well, on this ledger sheet I see a notation

"Sales Agent", so he would not have been regarded

as an employee. As I remember it, he paid his own

expenses and financed himself out of his own

funds.
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Q. Do you know during those years, Mr. Crans-

ton, whether Mr. Hoffman in fact had any other

line, if I may refer to it as such, that he was

interested in or promoting, or, I mean any other

business that he handled during those years?

A. Yes, I knew he was handling the sale for

Peerless Electrical Products. They were a local

manufacturer of transformers. I don't know just

when that connection was made by Mr. Hoffman,

but as a matter of fact, we bought a lot of trans-

formers through Mr. Hoffman.

Q. Was that work on behalf of Mr. Hoffman

agreeable to you and your corporation? [284]

A. Oh, yes. As I say, we bought transformers

from him.

Mr. Crouter: You may examine.

Cross-Examination

By Mr. Milliken:

Q. You say Mr. Hoffman brought this fluores-

cent lamp, is that right, to you?

A. He brought it to my attention. Of course,

I had seen it, but as I stated, we weren't too inter-

ested in the thing.

Q. Did you continue to sell the lamp after the

termination of Mr. Hoffman's services?

A. Oh, yes.

Q. Has it proven a successful line or unsuccess-

ful? A. Very successful.

Mr. Milliken: That is all.

Mr. Crouter: Nothing further.

The Court: You may be excused.

(Witness excused.)
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The Court: Call your next witness.

Mr. Crouter: If your Honor please, I am sorry

a])out the situation that has developed with respect

to my next witness. He is a man who is pretty

busy, and I told hun I thought it would be safe

not to come before 2:00 o'clock. I am sorry for

that, because I had understood from Mr. Milliken

that he would occupy the whole forenoon. There is

only one [285] more witness, and it will not be

over an hour, I am certain as far as I am con-

cerned.

The Court: Of course, we are very busy as well

as the witness. We try to keep busy. I don't think

you are justified under the circumstances in telling

your witness not to be here until 2:00 o'clock. Could

you get in touch with him and have him come

sooner ?

Mr. Crouter: I believe he can make it by 1:30,

if it is agreeable.

The Court: We will be recessed until 1:45.

(Whereupon, at 12:07 p.m., a recess was

taken until 1:45 p.m. of the same day.) [286]

Afternoon Session, 1:45 p.m.

The Court: Proceed with the case on trial.

Whereupon,

S. W. GILFILLAN
called as a witness for and on behalf of Respondent,

having been first duly sworn, was examined and

testified as follows:
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The Clerk: Tell us your name, Mr. Witness,

please.

The Witness: S. W. Gilfillan.

Direct Examination

By Mr. Crouter:

Q. Mr. Gilfillan, please tell the Court where

you reside. A. Los Angeles.

Q. How long', approximately, have you resided

in or around Los Angeles, California'?

A. 57 years.

Q. What is your present business?

A. Manufacturing.

Q. Manufacturing what?

A. Electronic equipment, radar, aircraft me-

chanical parts and household radios.

Q. How long have you altogether been in the

business of the manufacture of household radios?

A. Since 1922.

Q. What is the name of your present business

firm? [287] A. Gilfillan Brothers, Inc.

Q. When was that incorporated?

A. 1917.

Q. Has that been a corporation continuously

since that time? A. Yes.

Q. In 1942 and 1943 Gilfillan Brothers in active

business in and around Los Angeles?

A. Yes.

Q. Please tell us as of the first part of 1942

where that business was located?

A. 1815 to 1825 Venice Boulevard.

Q. Is that still the business location?
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A. Yes.

Q. NoM", going back to the period around the

beginning- of 1942, what was the nature of the

business as far as the production was concerned?

A. The start of 1942—we were manufacturing

radios, we were manufacturing aircraft precision

parts, hydraulic parts.

Q. Was there any particular change in the

nature of the business due to the entry of the

United States into the World War on or soon

after December 8, 1941?

A. Will you repeat that question, please?

Mr. Crouter: Read the question, please. [288]

(The question was read.)

The Witness : The military work was accelerated

and the i)eaee time work tapered off.

By Mr. Crouter:

Q. What is the accounting basis and what was

the accounting period of the corporation for the

year 1943?

A. Our accounting is on a fiscal basis, and the

fiscal year closes May 31st.

Q. Have you produced and do you have with

you any summaries and accounting records or sum-

maries of records relating to the business of that

corporation, I mean, Gilfillan Brothers, for the

fiscal year 1943? A. Yes.

Q. Tell the Court what kind of an accounting

record it is and who prepared it and so forth.

A. Well, the rei)ort I have is a report by Ernst

& Ernst, accountants. That is it.

Q. Were you continuously with the corporation

so that you knew what was going on during the

fiscal vear 1943? A. Yes.
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Q. AVhat was your position, Mr. Gilfillan?

A. President.

Q, How long had you been president? When
were you first made president of the corporation?

A. I started the business in 1917. [289]

Q. Since 1917. What in general did you do,

what were your duties and so forth in a general

way with respect to the operation of the business

during the fiscal year 1943?

A. Well, to start out, to decide what type of

business and the amount of business we would

accept, to see that the business was carried on and

deliveries were made and collections made and our

contracts fulfilled.

Q. Now, during that fiscal year, do you have

any summary relating to all of the customers or

corporations with which Gilfillan Brothers had con-

tracts which were in an active course of manufac-

ture during that fiscal year? Do you have a smn-

mary of those?

A. I have a list here of our customers, prime

customers, for the fiscal year ending 1943.

Q. You say "prime customers"?

A. Yes. I think that the small petty sales are

not included in this or else they were lumped in

somewhere.

Q. Now, referring to this dociunent which

relates to a period ended May 31, 1943, please tell

the Court whether there are any subcontracts

included in there. I mean, subcontracts with Gil-

fillan Brothers.
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A. All sales made from this list of customers

Avere subcontracts, except those to the United States

Army Air Force, the United States Army Signal

Corps and the U. S. Xa^y.

Q. All except the fourth, fifth and sixth ones

from [290] the bottom of the list, is that right?

A. Correct.

Q. Do you have additional data Avith you so

that if we get into it, you could tell the Court

approximately what amount or the exact amount of

business done with each of those corporations and

the total amount with all of them for that period?

A. Yes.

Mr. Crouter : I offer this list, if the Court please,

at this time. I will follow this up with other testi-

mony.

Mr. Milliken: I am going to ask the purpose

of counsel in offering the list.

Mr. Crouter: A^es. The purpose, if the Court

please, is as I will try to develop here, to show the

business, the kind of business done in this fiscal

year, and I will supplement it, if allowed to, with

additional data on the calendar year basis to show

the volume done during the calendar year 1943

and also to show the officer setup and compensation

allowed to those officers, deductions by them and

so forth as expenses of Gilfillan Brothers for the

fiscal year 1943 as a basis of comparison with the

Petitioner's position in this case.

Mr. Milliken : That brings up a very vital point,

it seems to me, your Honor, and I should like to

have the [291] opportunity of making a motion at
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this time, and my reasons in support of it. I object

to counsel for the Respondent offering any evi-

dence with respect to what any company did in the

year 1943. My position is that here we have a con-

tract, employment contract entered into on Decem-

ber 4, 1941. As I see it, the judicial incjuiry should

concern itself with first, was that a bona fide

contract entered into, was it entered into at arm's

length and was that contract fair on its terms

when entered into in 1941. If we reach the affirma-

tive with respect to each of those inquiries, then,

under the Commissioner's owti regulations, ap-

proved by the Secretary of the Treasury, which

has the force and effect of law, because they have

been unamended for years upon years, we are

unconcerned when we get into 1943 if per chance

the compensation should have been greater than

even the parties contemplated in 1941 or greater

than maybe a straight employment contract should

be without an incentive basis.

The Court: Of course, you may be right on that

contention as to the contract. As a matter of fact,

I find this a rather interesting case in that regard,

and I will somewhat look forward to your briefs

on that question, but I don't think that I should

at this time bar evidence on the other issue. It may
well be that I would base the opinion, when I write

it, upon that ground. I don't know, but I don't want

to deprive myself now of evidence in case I should

conclude that you are [292] wrong about that point.

I think that it shows a very interesting question,

but I won't sustain your motion at this time. I
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will hear this evidence, and if I should conclude

that you are right, of course, there will be no

object, and I don't even know that I would go

into other evidence, or I might put it upon both

grounds, but I don't think I should deprive myself

of evidence in case I should conclude you are wrong-

on that. Your motion is overruled, and an exception

will be allowed the Petitioner.

I take it that there is no objection because this

is not the original instrument? You didn't mention

that.

Mr. Milliken: No, I am sure that Mr. Gilfillan

has a reputation in the community that he wouldn't

bring something that wasn't true.

The Court: The instriunent is admitted in evi-

dence as Respondent's Exhibit F.

(The document above-referred to was

received in evidence and marked Respondent's

Exhibit F.)

[Printer's Note] : Respondent's Exhibit F
is set out in full at page 477 of this printed

Record.

By Mr. Crouter:

Q. Now, Mr. Gilfillan, have you made certain

summaries and can you give or show to me a sum-

mary of the earnings and any profits or loss state-

ment of the Gilfillan Brothers for the same fiscal

year ended May 31, 1943 ? A. Yes.

Q. Tell the Court in general how that was pre-

pared and [293] who prepared it.
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A. In 1943—onr accounting department keeps

our books. Ernst & Ernst audits our books. During

the war time when so many war contracts were on,

they were practically continuously in our place

keeping our records in order and in balance with

the different contracts.

Q. Now, does the summary which you hold in

your hands reflect any amounts of receipts upon

contracts

—

Mr. Milliken: Now, if your Honor please, I

think I should make the same objection Mr. Crouter

did to me, and I thought he was valid in making

it. Let's introduce the evidence without having him

read from something. I don't know w^hether that

is going in evidence or not.

The Court: Let's not more than identify the

instrument before going into it.

Mr. Crouter: That is only half of my question,

but I will withdraw that.

By Mr. Crouter:

Q. I will ask you to state to the Court w^hat,

if any, relationship there is between Exhibit F and

the facts and figures shown in the document labeled

''Profit and Loss Statement".

A. The list of customers in Exhibit F pur-

chased the total amount of the annual sales of

$3,695,822.57.

Mr. Milliken: Excuse me, Mr. Gilfillan. Would

you [294] read that over just a little slower,

please?

The Witness: The amount?



304 Hoffman Radio Corpo-ration vs,

(Testimony of S. W. Gilfillan.)

Mr. Milliken: Yes, the three million.

The Witness: $3,695,822.57.

Mr. Milliken: Thank you.

Mr. Crouter: It may be, if the Court please,

I had better get an identification number on this.

I believe it will facilitate the proceeding.

The Clerk: Exhibit G.

(The document above-referred to was

marked Respondent's Exhibit G for identifica-

tion.)

The Court: I take it that the amount just

named by the witness appears on this Exhibit G
for identification?

Mr. Crouter: I believe it does, if the Court

please.

By Mr. Crouter:

Q. Do the amounts you just read occur on

Exhibit G for identification? A. Yes.

Q. Now, please tell the Court whether Exhibit

G for identification reflects the total amount of net

sales of the corporation for the same fiscal year.

A. No, the sales were decreased by $200,000.00

due to renegotiations of sales prices and refund to

tlie government of $200,000.00.

Q. Then, it does reflect the final figure or sales

after [295] that adjustment?

A. $3,495,822.57.

Q. Now, Mr. Gilfillan, without reading any par-

ticular figures into the record here, please state

whether all of the various items and the figures

opposite such items are based upon the original
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books and records of Gilfillan Brothers for that

period. A. They are.

Q. Were all of such entries made in the regular

course of business? A. Yes.

Q. Was it the regular practice of your business

and the regular course of business to keep such

permanent records and have such entries made?

A. Yes.

Q. Please tell the Court whether this is a correct

summary of such records and figures.

A. Yes, it is.

Mr. Crouter: I offer Exhibit G for identification

in evidence.

Mr. Milliken: No objection in line with your

Honor's ruling.

The Court: Respondent's Exhibit G is admitted

in evidence.

(The document heretofore marked Respond-

ent's Exhibit G was received in evidence.)

[Printer's Note] : Respondent's Exhibit G
is set out in full at page 479 of this printed

Record. [296]

The Court : You may have, if you wish, an excep-

tion to this entire line of testimony.

Mr. Milliken: No, your Honor, I quite agree

with your Honor's ruling, but I felt because of my
strong conviction on the question of law I should

make the motion I did for the purpose of the

record.

The Court: Very well. .
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Now, I am wondering this: Mr. Crouter very

carefully made the usual proof of the authenticity

of this instrument, of its being made up in the

usual course of business and so forth. Judging from

your statement a moment ago, Mr. Milliken, that

you were not in any doul^t about this other exhibit,

I wonder if it is necessary to go through that

matter and that fine tyi^e of proof with each

instrument.

Mr. Milliken: It will be perfectly permissible

with me, that is, so far as counsel is concerned,

subject to your Honor's approval, that he need not

go into that as far as I am concerned if Mr. Gil-

fillan states from the witness stand that it is an

accurate reflection of his records.

The Court: That is all I had in mind.

Mr. Crouter: Thank you.

By Mr. Crouter:

Q. Mr. Gilfillan, please tell the Court what the

lousiness of the corporation was after the date

May 31, 1943, in a general way, and how it cor-

responded with respect to the [297] business done

from January 1, 1943, down through May 31, 1943,

with respect to the volume, particularly volume of

sales.

Mr. Milliken: I object to that, your Honor,

unless counsel limits it to December 31, 1943.

Mr. Crouter: I thought I had, through the end

of that calendar year.

Mr. Milliken: You had not so stated.

Mr. Crouter: I am glad to have that corrected

and included.
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The Witness: For the calendar year the total

sales amounted to $5,625,275.00.

By Mr. Crouter:

Q. And, as I understand it

—

A. AVith that—

Q. Go ahead.

A. That figure is prior to a reduction of $200,-

000.00 in the sales due to renegotiations.

Q. Now, as I understand it

—

Mr. Milliken: I know you are trying to get the

record right. I want to be sure I am clear. Are

you taking now from January 1st, Mr. Gilfillan?

The Witness: Yes, sir.

Mr. Milliken: And taking it to December 31st?

The Witness : The last figure is our sales for the

[298] full calendar year for 1943.

Mr. Milliken: That is assuming you were on

the calendar year basis?

The Witness: No, I just picked the sales off

from the two fiscal years' statements.

Mr. Crouter: Mr. Milliken, I believe I can

develop this if you will just give me an oppor-

tunity.

Mr. Milliken: Well, I object, then, to not having

the best record. I am sorry that I have to make
that objection.

By Mr. Crouter:

Q. Mr. Gilfillan, may I see a summary that you

just read to me?
A. One of these exhibits (indicating) ?

Q. The total five million dollar figure. Do you
have that down here? A. Yes.
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Q. Now, please refer to any accounting books

or records or summaries which you have with you

showing the exact figures, if there are any, that

are inchided making up the total of $5,625,275.00.

A. The exhibit you have looked at is a statement

given to me by the accounting department in total

round figures.

Q. Your own?

A. It is not broken down monthly, and I have

taken [299] those figures from the chief of our

accounting department.

Q. Do you have any accounting records whicli

do l)reak down the sales figures month by month?

A. Oh, yes. Are you asking me if I have them

with me?

Q. Yes. A. Yes.

Q. Do 3^ou have such figures for the entire

calendar year 1943? A. Yes.

Q. So that a person could examine and see the

total for each month, and would they show the

companies from which such amounts were received

each month, each particular company going into

each figure?

A. The figures will show the total for each

month and the customer that the billing was made

against by months.

Q. In general, would those be the same identical

customers as shown by Exhibit F in evidence?

A. Exhibit F placed in evidence is the customers

in the fiscal year closing May 31, 1943. When we

cojisider the customers for the calendar year, the
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list will vary undoubtedly due to the fact that

seven months of the calendar year 1943 was on this

statement. The other five months would come off

of a different list of customers.

Mr. Crouter: May I have this document marked

for identification? [300]

The Clerk: Exhibit H for identification.

(The document above-referred to was

marked Respondent's Exhibit H for identifica-

tion.)

By Mr. Crouter:

Q. Now, what, if any, relationship is there

between H for identification and any authentic

accounting records which are available to you here

in Court? A. They are identical.

Mr. Crouter: I offer Exhibit H for identifica-

tion.

Mr. Mil liken: It has already been offered for

identification.

Mr. Crouter: I mean I offer it in evidence at

this time.

Mr. Milliken: Then, I object on the grounds it

is not the best evidence.

Mr. Crouter: Because the books and records are

not here?

Mr. Milliken: I don't know about this break-

down, whether Mr. Gilfillan has gone through all

those months or not month by month.

The Court: Of course, the objection will have

to be sustained. The summaries are very valuable

in Court, but of course, they have to be substan-
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tiated or potentially substantiated by the original

records being in Court for purposes of cross-ex-

amination. The objection will be sustained. [301]

By Mr. Crouter:

Q. Now, Mr. Gilfillan, please tell the Court who

the other officers of Gilfillan Brothers were, if there

were any, for the fiscal year and during the calen-

dar year 1943.

A. J. G. Gilfillan was vice-president; I. B.

Sparks, vice-president ; A. J. Brown, vice-president

;

I. Kemp, secretary and treasurer.

Mr. Milliken: Pardon me, Mr. Gilfillan. I want

to write this and I can't write that quick. I have

gotten as far as A. J. Brown, vice-president. What

was the next one?

The Witness: I. B. Sparks. Did you get that?

Mr. Milliken: Yes.

The Witness: I. Kemp, secretary and treasurer

and J. H. Miles, vice-president.

By Mr. Crouter:

Q. What was Mr. Miles' position?

A. Miles was production radar and electronics.

Q. Now, Mr. Gilfillan, could you proceed in

your own case and with these other officers whom
you have mentioned and advise the Court with

respect to the amount of compensation, if any,

that such officers received from Gilfillan Brothers

during 1943? I say, are you prepared, first? Just

answer yes or no. A. Yes.

Q. Do you know of such matters of your own

knowledge? [302] A. Yes.
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Q. Please tell the Court in your own case what

your total compensation was from Gilfillan Brothers

for the entire calendar year 1943.

A. The salary was $32,432.40, and that was the

total compensation.

Q. I don't mean to confuse the accounting per-

iods now. Is that your figure for the fiscal year

or have you been able to analyze thaf?

A. It would be just the same. I have never

changed my salary.

Q. It has been the same? A. Yes.

Q. How long has it been the same?

A. Oh, with a slight fluctuation for 15 or 20

years.

Q. Now, with respect to Mr. Sparks, will you

tell the Court what his total compensation was from

the corporation during 1943? A. $14,999.92.

Q. AVhat was Mr. Brown's total compensation

for the year 1943? A. The same, $14,999.92.

Q. What was Mr. Kemp's total compensation?

A. Miss I. Kemp.

Q. Excuse me. [303] A. $4,252.22.

Q. What was Miles' compensation?

A. $8,400.08.

Q. Please tell the Court a little more than we
have indicated so far the duties of Mr. Sparks for

the corporation for the year 1943, and make it on

the calendar year. Just tell us as nearly as you

can recall exactly what he did in a general way.

The Court: What was Sparks' position?

Mr. Crouter: Yes.
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The Court: What was Spark's position?

The Witness: Vice-president.

The Court: Vice-president?

The Witness: Sparks had control of produc-

tion, flow of materials and to a certain extent con-

tact with customers in the aircraft division of our

business, the mechanical production of hydraulic

parts and so forth for military planes.

By Mr. Crouter:

Q, First, were all of these full time officials or

officers of the company? A. Yes.

Q. Xow, in Mr. Brown's case, what did he do,

if anything?

A. Brown was the contact man with the accounts

and gave Sparks instructions as to priorities and

checked on the [304] production records and costs

in the aircraft division with the result of having

knowledge to gaiide the department in an overall

l^osition.

Q. I notice Mr. Kemp's position was secretary-

treasurer. Please tell the Court in a general way

of the nature of the work that he actually did dur-

ing the calendar year 1943.

A. I. Kemp is a lady.

Q, Excuse me.

A. Her duties were the usual duties of a secre-

tary and treasurer. Under her came the credit man-

ager. She verified bank balances and kept the min-

utes of the meetings and called directors' and

stockholders' meetings and so forth.

Q. What were the duties of J. H. Miles?

A. He was production and material control,

planning in the electronic division of our business.
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Q. Will you tell the Court with respect to the

various officials that we have mentioned here, ap-

proximately how long they had been with the

company in 1943, or, you can make it as of today

and Ave can compute the time, of course.

A. Sparks came to work in 1920, Brown came

to work about 1930, J. H. Miles came to work

about 1930, I. Kemp came to work about 1920.

Q. Now, with respect to Mr. J. G. Gilfillan.

About how long has he been with the company?

A. He was one of the original brothers that

started the [305] organization.

Q. You mean since

—

A. 1913.

Q. 1913. Please tell the Court what, if any,

dividends were paid as such during the year 1943,

or for that year, and I will make that on your

fiscal year basis. That would be for the fiscal year

ended May 31, 1943.

A. Total dividends of $22,354.38.

Q. Now, please tell the Court whether any of

the officers whom you have named were also stock-

holders of the corporation, and if so, indicate the

approximate percentage of stock owned by each.

Start in your own case, please. I would like to

have that also for the year 1943.

A. S. W. Gilfillan owns 10,933.95 parts of com-

mon stock.

Q. Well, what was the total issued and outstand-

ing? Do you have that? A. Yes.

Q. Do I understand that is ten thousand plus

shares ?
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A. The total number of shares outstanding was,

common, 29,833.5.

Q. During 1943 was there any preferred stock

also outstanding? A. Yes.

Q. Are you prepared, Mr. CxilfiUan, so you could

tell [306] the Court in percentages so that they

would be absolutely correct or substantially cor-

rect, and tell us the percentage of common and
preferred stock of each officer which such officer

had in 1943?

A. Well, I can give you the exact amounts and

it will just take a second here.

Q. Suppose you do it.

A. J. G. Gilfillan had one share of common
and fourteen hundred shares of preferred; A. J.

Brown, seventy-nine shares of common; I. B.

Sparks had one hundred thirty-six shares of com-

mon and two of preferred; J. H. Miles had none,

and I. Kemp had forty common.

Q. Now, that covers all of the officers you

named, I believe. A. Yes.

Q. How much total preferred stock was out-

standing, if you know? A. Yes. 4,480 shares.

Mr. Crouter: You may examine.

Cross-Examination

By Mr. Milliken:

Q. Mr. Gilfillan, it is in evidence in this case

as exemplified by Exhibit 21 attached to the stipu-

lation of facts, the earnings and gross income of

the Mission Bell Radio Company. You will observe

the first year is 1932. You give [307] the various

sales and we come down to the year 1941 where
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they had a gross income of $29,763.82. The next
cohmni to the gross income shows the net income.

You will observe for 1932-33 they had losses, slight

income down to the year 1939, had a loss in 1939
of $8,275.58, a loss in 1940 of $11,891.50 and in

1941 a loss of $15,470.54.

Xow, if we will turn back to Exhibit 9 also in

the same stipulation of facts, it shows that at June
1st in the first column, 1941, they had a red figure

or a deficit in earning surplus of $19,183.25. By
December 31, 1941, they had a deficit in earned

surplus of $48,786.43. A. Right.

Q. You may or may not have known of those

facts. Did you?

A. I was not aware of their profit and loss state-

ment.

Q. It is also in evidence in the case, Mr. Gil-

fillan, that in December, 1941, the company not

only being in a deficit position was in extreme

financial difficulties? A. That is right.

Q. Through a loss from these figures. It also

has been shown in evidence by the other witness

that they had an insignificant but small inventory

of goods on hand. It has been shown by the evi-

dence that they had a license from the Radio

Corporation of America calling for a minimum

guarantee of $5,000.00 per year. It has also been

shown in evidence that [308] they were in default

with respect to the payment of that minimum

license. It has also been shown in evidence that

if that license was in default and they didn't pay

it, they could lose their license.
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Now, that is the situation that we find ourselves

confronted with in December, 1942, of Mission Bell.

You had known of the company here, of course?

A. For many years. I built all their radios up

to the end of 1939.

Mr. Crouter: I take it you meant December

31, 1941?

Mr. Milliken: Thank you. I am concerned in all

these questions with 1941.

The Witness: That is correct.

By Mr. Milliken:

Q. Now, it has been shown from the evidence

that Mr. Hoffman became acquainted with this

company in December of 1941, and was able to

get some financial backers to go into it with him.

He bought up all the stock of Mission Bell in

December, the first few days of December, 1941,

for a nominal consideration, I have forgotten the

amount.

About how much was that all told, Mr. Hoffman?

Mr. Hoffman: $11,750.00.

By Mr. Milliken:

Q. He agreed to pay for the stock, all of the

stock, to pay for that on a basis of $100.00 a month,

and if at any [309] time he wanted to throw it

up prior to in February of 1942, why, he could

throw it up and the deal was off. He got these

financial backers to get in who likewise agreed to

advance, one backer $4,000.00, another $4,000.00

and Hoffman was going to put in $2,000.00 or

$10,000.00 to start out.
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It is also in evidence that the other financial

backers were men of financial means in this com-
munity. They were prepared to put in more if

necessary. It is also in evidence that these gentle-

men did not desire to pay a large salary because

the corporation had insufficient working capital, but
rather to put a contract on an incentive basis, that

is, if they made money, pay a salary, if they didn't

make money, the corporation wouldn't be further

obligated.

To that end they agreed that Hoffman would take

a nominal salary and in addition thereto he would

be entitled to 3 percent of the gross sales of the

corporation. That was to be his entire compensa-

tion.

Also it is in evidence, and very important, I

think, in propounding this hypothetical question to

you, Mr. Gilfillan, Mr. Hoffman owned only 50

l^ercent of the stock, those that were financially

backing him owned 50 percent, so Hoffman didn't

own control of the corporation so far as stock out-

standing was concerned.

Now, bearing in mind the financial condition

that I have shown you where sales dropped down

to $29,000.00 in [310] 1941—it is further in evi-

dence they had a cost of sales of $30,000.00, so

they lost even a thousand dollars on sales—in your

opinion, would that be a fair basis for compensa-

tion for a man who was to be the general manager

and director of this corporation, to take over and

try to operate this business?
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Mr. Crouter: Now, before answering that, Mr.
Gilfillan—

If your Honor please, I very respectfully object

to the question and I will state the reasons and
grounds. I do not object because the man is not

a qualified or experienced man in the radio elec-

tronics field. I find it a little bit embarrassing to

object to such testimony by a witness I have called,

but I object to it on the ground that it is, first, not

proper cross-examination. I have assumed that he

is making the witness his own for his own purpose,

and I object to it because, in my opinion, it is very

far from a proper hypothetical question to pro-

pound to his own witness. It has not been shown

that this witness is familiar at all with the stipu-

lated facts here. I very respectfully, Mr. Milliken,

object on the ground that even in this excellent

summary of yours, you have not included enough

of the real substantial elements in this case so

that Mr. Gilfillan would have a proper conception

of the facts before his Honor in this case. [311]

For instance, it is my recollection that there was

a statement by someone on the stand that the

payments under the R.C.A. license had been waived

and were no longer required. I believe there is a

conflict on that.

Now, coimsel has stated his idea of these mini-

mum payments to Mr. Hoffman

—

Mr. Milliken: Will you let me interrupt you

Avith respect to the first point?

Mr. Crouter: Yes.
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Mr. Milliken : Now, under the license, Mr. Hoff-

man categorically testified that it had not been

waived in 1941, but he did testify that after the

freezing- order on radios in April, 1942, and after

that R.C.A.'s practice generally was to waive them
because we were in the war.

Mr. Crouter: Now, going further with the objec-

tion, helping to illustrate the point that Mr. Milli-

ken may have one understanding and one recollec-

tion of the record and I may have another—the

reporters, of course, have the most accurate tran-

script of what has transpired—but going further

with my objection, counsel has referred to the very

nominal salary of Mr. Hoffman. Now, I don't know,

certainly Mr. Milliken right now, certainly your

Honor right now does not know whether nominal

salary to Mr. Hoffman means the same to Mr.

Gilfillan. How is Mr. Gilfillan to know whether

that is $100.00, $1,000.00 or $10,000.00? That is

just a good example [312] in my opinion of my
point, that this is not a proper hypothetical ques-

tion, and it does not sufficiently, even in a general

way, comprehend the vital facts of the case so that

Mr. Gilfillan could make a good responsive answer

which would be helpful to the Court in deciding

this question.

The final ground is that it comes very close to

usurping the functions of the Court with respect

to the point in issue, and that is, what is reasonable

in this case. I believe the Court is much better

able to determine that even without an expression
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of opinion of this witness based on the inaccurate

summary of Mr. Milliken.

Mr. Milliken: Well, if your Honor please, I

think counseFs remark is well taken so far as

salary is concerned, and I will supply that defic-

iency so that the witness may have that.

The Court: Of course, an answer to a hypothe-

tical question, particularly one of opinion evidence

is worth just as much as the basis laid. At least,

it seems to me that that follows, and if your basis

is not as broad as you wish, I will permit you to

broaden it if you wish to interrogate the witness

further. Before you do that, however, I want the

reporter to read me the latter part, you might say

the vital part of Mr. Milliken 's question after he

had summarized the facts. Read me the latter part

of his question.

(The question was read.) [313]

The Court: Very well. Now, as I stated before,

if you wish to broaden your basis of your hypothe-

tical question, I will give you that opportunity. I

think, however, the first thing that I should devote

my attention to is to whether this is proper cross-

examination. It seems to me it isn't unless he makes

this witness—he has asked nothing about this com-

pany, he was asked about his own company, and it

seems to me that this is not proper cross-examina-

tion.

Mr. Milliken: Well, your Honor, it seemed to

me the fair inference, and I am sure it is not diffi-

cult for any of us to divine what Mr. Crouter has
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in mind by calling Mr. Gilfillan. He is going to
say that here is a company that does the business
which he had in mind, which the officers received
the compensation which he had in mind, which the
officers performed the duties which he had in mind,
and therefore that is a reasonable standard for your
Honor to follow on the basis of what would be a
reasonable salary in the case before you.

The Court: You point out that he was attempt-

ing to set up a comparative?

Mr. Milliken: Yes.

The Court: And if the mere fact that he was
setting up a comparative by asking this gentleman

about his own company, if that is sufficient to make
this proper cross-examination, when you ask him

a hypothetical question based upon the [314] Peti-

tioner's company and the facts that you set forth,

then, of course, you are right. But I don't believe

that is sufficient to make this proper cross-examina-

tion. I think you would have to make this man
your own witness for asking him a hypothetical

question as to the Petitioner company, and I will

so rule.

Mr. Milliken: I should like to ask if I am cor-

rect in my assiunption of the purpose for which

Mr. Crouter offered Mr. Gilfillan 's testimony in

chief.

Mr. Crouter: I agree that the purpose is as

stated by the Court.

Mr. Milligen: Then I wish to except your

Honor's ruling.
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The Court: Take your excejjtion. You may be
right. I don't think you are.

Mr. Milliken: Then I will call Mr. Gilfillan as

my own witness and I will propound this hypo-
thetical question to him.

The Court: Well, do you need to repeat it

except what you wish to add? I don't require you
to repeat your question. You can go ahead and
add anything you wish to it, but I see no object

in going back and repeating it. We will consider

that the question has been asked of him as your

own witness.

Mr. Crouter: That is entirely agreeable to me.

(Witness withdrawn.) [315]

Whereupon,

S. W. GILFILLAN,
recalled as a witness for and on behalf of the

Petitioner, having been previously duly sworn, was

examined and testified further as follows:

Direct Examination

By Mr. Milliken:

Q. I wish to add to that statement of mine,

Mr. Gilfillan, that Mr. Hoffman was paid a salary

of $8,0000.00 in 1942 and $8,800.00 in 1943, a fixed

salary. A. And three percent?
I

Q. And three percent.

The Court: Now, you are asking for an answer

Avith that addition?

Mr. Milliken: Yes, I am.

The Witness: I think

—
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The Court: In all fairness, now, I don't think

cases ought to go off on technicalities.

Are you objecting to this question as reframed?

Mr. Crouter: Yes, I stand by my objection, if

the Court please.

fe The Court: I really shouldn't have to put it

that way, but nevertheless I don't think anyone

wants this case to go of£ on a mere fact that an

objection was not made after it was once made,

and that is the reason I presumed to ask whether

there was a question. The objection is overruled,

exception allowed, and as I said before, the answer

to a hypothetical question, in my opinion, is worth

as much as the basis laid. If I should conclude

that you didn't have the full proper basis, I will

have to consider that. Answer the question. [316]

The Witness: I think it was a good contract

for the corporation.

By Mr. Milliken:

Q. You think it was a good contract for the

corporation? A. I do.

Q. You mean you think it is a fair and equitable

basis for compensation?

A. At that particular time.

Mr. Crouter: I object on the ground that it is

leading and counsel is doing the testifying.

The Witness: Yes

—

The Court: Just a moment, Mr. Witness. That

is leading, of course.

Mr. Milliken: Well, he says it was a good con-

tract, and I think ''good" ought to be defined.

By Mr. Milliken:
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Q. Then I will ask you what you mean by

''good"?

Mr. Crouter: May I have the last question and

answer stricken?

Mr. Milliken: That is quite proper, I agree to

that.

The Court: Strike the last question and answer.

By Mr. Milliken:

Q. What do you mean by ''good", Mr. Gilfillan?

A. Fair and equitable. [317]

Q. To the corporation ? A. That is right.

Q. And to its stockholders as well?

A. Well, that is the stockholders.

Q. Mr. Gilfillan, if Mr. Crouter asked it, it

slipped my mind. Were you paid $32,432.40?

A. As salary.

Q. Salary. Your brother J. G. Gilfillan?

A. Ten thousand—wait a minute. It is on that.

I will get it for you.

Q. I don't believe it is on this. I didn't get

that figure.

A. I don't think anybody asked for it.

Q. I don't believe Mr. Crouter asked it.

Mr. Crouter: I am sorry. I intended to.

The AYitness: The salaries paid in 1943. $10,-

500.00.

By Mr. Milliken:

Q. Mr. Gilfillan, have you added up the entire

salaries of yourself, J. G. Gilfillan, Sparks, Brown,

Kemp and Miles? A. Yes.

Q. What does the total amount to?
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A. $85,796.32.

Q. Xow, Mr. Gilfillan, addressing your atten-

tion to Exhibit G of Respondent, I noticed here

you have "general and administrative, $313,-

030.33." [318] A. That is right.

Q. I find, if my calculations are right, that that

is 8.66 percent of gross sales.

A. Well, do you want me to accept your figure ?

Q. No. If I am right about that, general and

administrative expense was $313,030.33.

A. 8.47 percent.

Q. That is what it was, 8.47 percent. I was

off on a percentage basis. I don't know, but the

figure will speak for itself.

Now, in the exhibit in this case, the case of the

Hoffman Radio Company, Exhibit 2, we find that

for the year 1943 they had a general and admin-

istrative expense of $116,861.75, or 6.3 percent of

the gross sales, or there being a differential between

yours and theirs of the amounts indicated.

It is also in evidence in the case pursuant to a

stipulation, that the net sales of the Hoffman

Radio Corporation for the year 1943, after rene-

gotiations, were $1,787,850.14. Do you believe that

your company operated as economically as pos-

sible so far as general and administrative expenses

were concerned in the year 1943, Mr. Gilfillan?

A. Yes. I would like to state this: That this

8.47 percent is for five months of the year. The

next fiscal year had a percentage of 5.52 percent,

which took in seven [319] months of that calen-

dar year.
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Q. Yes. Well, it is true, isn't it, Mr. Gilfillan,

as a businessman, that the larger your sales, the

less will be your general administrative expenses'?

A. Generally speaking. Of course, it all depends

upon the nature of the business.

Q. Yes. But that would be true in your busi-

ness, wouldn't it? A. Yes.

Q. Well, the point I am bringing out is that

you had sales for the fiscal year ended May 31st

after deductions for renegotiations of $3,695,822.57

as against sales after renegotiations of Hoffman

Radio of $1,787,850.24, and there is that disparity.

Would that impress you as to whether or not the

general salaries and compensations paid in the

Hoffman Radio Company in 1943 would be rea-

sonable or unreasonable?

A. It really doesn't give me any basis to pass

an opinion, because the business may have very

high general and administrative expenses in one

department and very low in another, and it depends

upon a breakdown of Hoffman's business and what

department of his business was operated. The ad-

ministrative expenses under military contracts went

way down.

Q. Well, your administrative expenses here is

for the [320] overall, isn't it, Mr. Gilfillan?

A. Yes, for that fiscal year. If you want to

ask me if I think mine is efficient, the answer is

yes, but I don't know anything about Hoffman's

business.

Q. Well, if it was less than yours

—
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A. I don't think that means a thing, to tell

the truth. I don't think it means a thing. Some

l)iisinesses can be run with practically no general

overhead, percentagewise. The records will prove

that. For instance, all our government contracts

were based upon the auditors' statements of mili-

tary auditors, and the general administrative fluc-

tuated from 6 percent down to 3% percent in our

business during the war. Now, we were no more

efficient in 1945 than we were in 1943, so if I

don't know the condition of Hoffman's company,

I can't give you an opinion.

Q. AYell, I think the figures speak for them-

selves. Now, are you acquainted with the salary

freezing date? A. No, I am not.

Q. You don't think

—

A. I knew they froze salaries sometime during

the war.

Q. It was in October, 1942, if I be not in

error.

A. Probably. I am not from memory very con-

scious of when it happened.

Q. Did you make any request to the Salary

Stabiliaztion Board to increase any salaries in your

place? [321]

A. Any salaries of officers or any salaries?

Q. Of officers. A. Yes, we did.

Q. Officers, Mr. Gilfillan I

A. Not to my knowledge.

Q. Not to your knowledge. Not after October,

1942, you made no request to increase officers'

salaries ?
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A. Until 1946 when the war was over we raised

Joe Miles' salary.

Q. Mr. Gilfillan, what was the business that you

had been engaged in prior to December of 1941?

A. Before Pearl Harbor?

Q. Prior to Pearl Harbor, yes.

A. Well, I said I was in the radio business.

For how many years, for what year?

Q. Take it back for a year and longer than

that. A. One year?

Q. One year, for example.

A. Radio business and aircraft precision parts

for military purposes.

Q. What percentage of your business prior to

Pearl Harbor or for a year back would relate to

aircraft precision parts and what part would relate

to commercial radios?

A. Well, I haven't that record here. Do you

want my estimate? [322]

Q. Your best judgment.

A. I would say in 1941, I think for the calendar

year 1941 the military work was 75 percent of

our business.

Q. Seventy-five percent of your business. In

other words

—

A. Estimated, that is, in estimated business.

Q
A
Q
A
Q
Q

When did you have a fire at your place?

1940.

When did you rebuild your place?

During the first half of '41.

During the first half of '41? A. Yes.

You built a precision plant, didn't you?
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A. Well, we more or less reproduced the same

plant because what we had to do was to rebuild

all our machine tools and rebuild the building, so

it was the same type of work, yes.

Q. That is right. You were a fully intergrated

concern as of December, 1941?

A. Fully integrated. I wonder if I understand

what that means?

Q. Yes. You had your radio business, you had

your precision parts business, you were a function-

ing company at December, 1941? A. Yes.

Q. How long before that had you been in that

position? [323]

A. You mean after the fire—are you talking

about that time?

Q. Before.

A. Well, I would say that we were in that posi-

tion from the time we started our business in

1913.

Q. Fine. Had you ever suffered any losses?

A. Financial losses in bad years?

Q. No, business losses. Had the business oper-

ated at a profit or loss ?

A. On the long range it had. It had bad years

and good years.

Q. I see. What would your profit from opera-

tions for the year 1941 be? A. 1941?

Q. Just in round figures?

A. Let's see if I got that.

The Court: You mean fiscal year or calendar

year?

Mr. Milliken: The fiscal year.
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By Mr. Milliken:

Q. I suppose you have always been on the

liscal year basis? A. That is right.

Q. That would be May 1, 1941.

A. I haven't those figures with me.

Q. Could you give us just an estimate which

you think [324] would be fairly accurate, Mr.

Gilfillan?

A. That would be the end of the fiscal year '42?

Q. May 31, 1941.

A. Oh, we had a heavy loss that year. That was

the year of the fire.

Q. I see.

A. I forget what our loss was, but it wiped

out all our quick assets by the time we built the

building and got our machinery set up, and we were

starting from scratch at that point.

Q. But it was a loss from the fire?

A. Yes. We were on an operating basis prior

to the fire.

Q. Prior to the fire on an operating basis.

Then what would you say your profit from opera-

tions was for the fiscal year ended May 31, 1942?

A. From memory it seems to me that it was

$86,000.00.

Q. $86,000.00. Was that before or after taxes?

A. After taxes.

Q. After taxes? A. Yes.

Q. Now, the total number of outstanding pre-

ferred stock was 4,480 shares, Mr. Gilfillan, as of

1943? A. 4,480 shares.
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Q. Now, you owned how much of the preferred

stock? [325] A. 124 shares.

Q. Give me the other stockholders of the pre-

ferred.

A. Well, I haven't got a list of my stockholders

here. I just brought the list of shares owned

—

well, maybe I have. All right, I have got them.

Mr. Crouter: If your Honor please, I object to

that on the ground of its immateriality and irrele-

^ancy unless counsel can show me otherwise. I

don't see that it has any real bearing on the case.

The Court: Objection is overruled. I think it

has some bearing.

The Witness: Let's see. I think I got them.

Well, I don't seem to have them, I am sorry to re-

port. I will look through here in a minute, and I

will see. I have them for the officers—no, I don't

have them.

By Mr. Milliken : Q. Do you have it for the com-

mon stock, Mr. Gilfillan?

A. No, I just have the stock owned by the offi-

cers of the company.

Q. Well, what percentage of the common stock

do you own?

A. I own 10,933.95 out of a total of 29,833.5.

Q. Now, is the 29,833.5 issued and outstanding

in 1943? A. Yes.

Q. How much does J. G. Gilfillan own? [326]

A. J. G. Gilfillan owns II/2 shares of common

and 1400 shares of preferred.

Q. Is he a relative of yours?
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A. He is my brother.

Q. I. B. Sparks?

A. I. B. Sparks—in 1933 he owned 100

Q. You mean 1943?

A. He owned 136.85 common, 2 preferred.

Q. A. J. Brown?

A. 79 common, none preferred.

Q. I Kemp?
A. 40 common, none preferred.

Q. J. H. Miles? A. J. H. Miles, none.

Q. I have named, have I not, all of the officers

of the corporation? A. Yes.

Q. Who were the directors of your corporation

in 1943? A. S. W. Gilfillan

Q. That is yourself?

A. Yes. Edna Miles Gilfillan, that is my wife;

J. G. Gilfillan, that is my In-other; I. Kemp, she is

the secretary and treasurer; Harvey Mudd, known

here in Los Angeles quite well

Q. Did you have a man by the name of McDer-

mott employed [327] by you in the year 1943?

A. Yes.

Q. What was his position?

A. Purchasing agent of electronic parts.

Q. Did you have a man Iw the name of Forrest

w^th you?

A. Jack Forrest, purchaser of other materials

besides electronics.

Q. Did you have a man by the name of Howell?

A. Les Howell, contracting officer with military

personnel.
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Q. A man by the name of Nevins?

A. Nevins, yes, personnel.

Q. Personnel. Miles, he was in charge of pro-

duction? A. Electronic production, yes.

Q. A man by the name of Ailsworth ?

A. Yes.

Q. What was his position?

A. Oh, he was assistant ])uyer, I think, under

McDermott.

Q. Brindley? A. Ross Brindley, yes.

Q. What did he do? A. In '43?

Q. Yes.

A. I wouldn't know. He is one of my old em-

ployees, been there for 25 or 30 years, and he didn't

have an important [328] position around the plant

there, and his salary was $90.00 a week. I know
that.

Q. Do you have any other brothers in your busi-

ness besides the one that we have mentioned, J. G.

Gilfillan? A. No.

Q. That is your only brother?

A. That is my only brother.

Q. What did your brother do?

A. My brother in peace times took care of our

foreign business. When the war effort came on, he

pinch hit for anybody that wanted him to do any

kind of a job.

Q. Did you have a man by the name of Lindsey ?

A. Oh, yes.

Q. What did he do?

A. He is an electronic engineer.
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Q. Who were your top engineering men?
A. Homer Tasker, or chief engineer, and Wil-

liam Lindsey was assistant.

Q. How about Wolcott?

A. Fred Wolcott also was very—was a very

good engineer.

Q. How about Myers?

A. Bill Myers, yes, he is an engineer.

Q. Was he considered a good engineer?

A. Yes. [329]

Q. Now, if I may go back and get some of the

salaries of these men, if you can remember them,

Mr. Gilfillan.

A. I will do the best I can, if that is satis-

factory.

Q. McDermott?

A. McDermott in 1933

Q. No, not 1933.

A. 1943. I keep saying '33 and mean '43. Oh,

I really don't know what his was.

Q. Forrest?

A. Forrest, he would be getting the same as

McDermott, and Howell would be getting the same,

and I think it was at that time aromid $125.00 a

week.

Q. Nevins ?

A. He would be around a hundred and ten a

wTek.

Q. Lindsey ?

A. Lindsey, $12,000.00 a year.

Q. Wolcott?
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A. Wolcott, $10,000.00 a year.

Q. Myers ?

A. Bill Myers, $125.00 a week.

Q. Do you have any other ten or twelve thou-

sand engineers?

A. Yes, our chief engineer. He came to us from

Paramomit. He was chief engineer of Paramount,

and we paid him $15,000.00 a year; Homer Tasker.

Now, I would like to [330] explain about those engi-

neers. The Radiation Laboratory during the war

had a development called GCA, ground control ap-

proach, and the Army and Navy use it comfjletely

as the only aid of getting planes down. We picked

that up in the early part of 1942, and at the time

we picked it up and proceeded to develop it further

and to go into production and get them into the

military hands during the war, we took over a group

of engineers which Radiation Laboratory had called

to their headquarters at M.T.I, there in Boston,

and among them was Tasker. Now, Bill Lindsey

was a very excellent physicist who was in the mov-

ing picture industry, and I am sure he came to us

at a sacrifice of his salary.

Fred Wolcott came to us in '35 or '36 and de-

veloped a television receiver which we went on the

market with before the war, and was a very cap-

able engineer, and was well worth the money. That

explains why that high bracket went in on those

fellows, just take the engineers and make them.

Q. How many engineers would you say that you

had in sum total, if you can approximate it, Mr.

Gilfillan? A. In the year '43?
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Q. Yes.

A. I would say that we started out in '42, engi-

neers and technicians and draftsmen—laboratory, I

take it you mean?

Q. Yes. [331]

A. The entire laboratory, well, probably 200.

Q. 200? A. That again is an estimate.

Q. Yes. Was Emandofer working for you in

1943? A. Yes.

Q. What was he doing in 1943?

A. He is just kind of a roustabout. He took care

of our service. You see, our plant went into close

secrecy prior to 1943, and we had certain obliga-

tions, to repair radios and refrigerators for custom-

ers on the outstanding, and we opened up a service

department on Venice Boulevard on another pre-

mise to segregate the business from our secret work.

Emendofer took charge of it.

Q. What had he done before that?

A. He came to us right after the first war, and

he was a radio sales—first of all, he was an igni-

tion parts salesman, then he was a radio salesman,

then he was a man who contacted these manufac-

turers of radio chassis who couldn't get a license

and we made their chassis for them. Among them

was your Mission Bell outfit.

Q. When did he leave your employ ?

A. I think about '44- '45, I imagine.

Q. Do you know what you were paying him

when he left?
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A. Yes. I always tried to pay him well. He had

been a good man and he was ill. We kept him for

a year or two when [332] he was ill. Probably about

$500.00 a month.

Q. Did you ever prior to 1943 have any sales-

men on an incentive basis?

A. Any salesmen

Q. Do I make myself clear on that, on an in-

centive basis?

A. You are talking about commercial work?

Q. Yes.

A. Many times during the years we have been

in business we have tried the incentive method and

then we have tried the flat salary basis, and different

periods of business—one works better than at an-

other time. Yes.

Q. Well, back in 1926, '27 and '28, McNealy in

Kansas City and McComiell in New York had such

a plan, didn't they?

A. I think probably they did. They were man-

agers of the branch plants I opened up back there.

Q. Do you remember what percentage you gave

them on automotive radio set sales?

A. No, no. I would say that it was very little,

because in '26 the company took a terrific loss and

practically was broke and had to be rebuilt from

ihat point, so their remuneration couldn't have ])een

very heavy. Those two branches were closed.

Q. Do you have any incentive plans now on a

distributor basis? A. Yes. [333]

Q. With a man by the name of Totten?
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A. Well, in 1943 Totten was a commander on

a destroyer at sea. Are you talking about '43 or

now ?

Q. I was asking you then.

A. He was not in our employ in '43. He had

never been employed by me until after he came l)ack

from the war and I gave him a job.

I might tell you about two other incentive plans,

if you want to know about them that didn't work.

Q. Well, we have got such a wonderful one here

that did, I don't believe I would like to hear dis-

couraging i)lans.

A. Well, Mr. I. B. Sparks and Mr. Jemiings

Brown, vice-president, in 1941 had an incentive

plan on the sales from the machine shop, and the

war broke out. Their incentive pay would have gone

up to $50,000.00 a year, and both of them came to

me voluntarily and asked me to put them on a

straight salary of $15,000.00 a year. That is the

way those two incentive plans worked in our organ-

ization.

Q. But that was purely vountary on their part?

A. Yes, it sure was.

Q. Did you have any Washington representa-

tive? A. No.

Q. You didn't have?

A. Well, you mean a hired representative?

Q. Yes. [334] A. No.

Q. Did you ever have anyone on a commission

basis during the war?

A. On military orders?
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Q. Yes.

A. No, it was frowned down on by the govern-

ment.

Q. Well, of course, you had a great many mili-

tary orders before we declared war, didn't you?

A. Correct.

Q. So you probably didn't need anybody?

A. Only technical people to go around and pick

them up.

Mr. Milliken: I think that is all, Mr. Crouter.

Mr. Crouter: Just two questions, if the Court

please.

(Witness withdrawn.)

Whereupon,

S. W. GILFILLAN,
called as a witness for and on behalf of the Re-

spondent, having been previously duly sworn, re-

sumed the stand and testified further as follows:

Redirect Examination

By Mr. Crouter:

Q. Please tell the Court as best you can the

approximate or average number of total employees

of your corporation during the calendar year 1943.

A. In the early part of the year it was some

place around seven hundred fifty. At the close of the

year it was over a thousand.

Q. Now, referring to Exhibit G in evidence and

your testimony regarding the figure of $313,030.00

for general [335] and administrative expenses,

please tell the Court what, if any, part of that fig-
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ure related to any business which was completed

and sales completed after the day May 31, 1943.

The Witness: Will you read that again, please?

The Court: Read the question.

The Witness: Was that question correct? Was
that after 1941? Is that the last part of that state-

ment?

Mr. Crouter: That should be May 31, 1943.

Mr. Milliken: Now, if your Honor please, I

object to that unless the witness has some specific

data to qualify himself as to be able to break that

down.

The Witness: I can't.

Mr. Milliken: That is satisfactory. I understood

you to say you couldn't, Mr. Gilfillan?

The Witness: It would be just a horseback opin-

ion. I haven't the figures here.

Mr. Milliken: Then I object to it.

The Court: The objection is sustained.

By Mr. Crouter:

Q. Referring to the figure up above that, the

second line on Exhibit G, your cost of products

sold, $2,792,274.67. Did all of that relate to sales

completed in 1943?

A. Yes, because that is the cost, the factory cost

of the sales made.

Q. Did you have any cost figures which entered

into [336] your fiscal year 1943 which really re-

lated to future business?

The Court: I am afraid that question if it is

answered is not going to help you very much. What
do you mean, ending May 31, 1943?
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Mr. Crouter: It may be confusing. I will with-

draw that question, please.

By Mr. Crouter:

Q. Please tell the Court whether there were any

factors in the operation of your business partic-

ularly during the seven remaining months of 1943

calendar year which really did not pay off and did

not reflect itself in completed sales until after 1943.

A. The GCA development was picked up the

early part, the middle of '42 and billing against

that project because it was a development project,

did not occur until after '43, although we spent

$2,000,000.00 during that period on administrative

expenses, the cost of producing and engineering and

so forth.

Q. About what was the overall consideration for

that entire job?

A. That was—the development contract was $2,-

100,000.00 approximately. The production amounted

to $12,000,000.00 roughly.

Q. What do you mean by ''the production

amounted to $12,000,000.00 roughly"? [337]

A. Well, we developed 10 units and then built

50 for production to go into the field.

Q. That undertaking was in course then

throughout the calendar year 1943? A. Yes.

Q. What in general was the basis of accounting

of Gilfillan Brothers, a cash or accrual, your ac-

counting system?

A. On a cash basis.
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Q. On a cash basis? A. Yes.

Mr. Crouter: That is all. Thank you.

Recross Examination

By Mr. Milliken:

Q. Mr. Gilfillan, are you sure you are on a cash

basis ?

A. Well, I should have asked for a definition

of what cash basis is. By cash I mean that we—

I

tJiink you got me there. I am kind of confused as

to what is a cash basis. We pay our bills imme-

diately and—well, I don't know. You got me, I will

tell you right there.

Q. Well, I just assumed that you have a very

sus])stantial inventory at all times.

A. Yes, it fluctuates greatly.

Q. The Commissioner, I don't believe, would

let anyone report on a large inventory [338]

A. I will correct my statement. We are not on

a cash basis.

Mr. Crouter: Do you happen to have a coi)y of

one of your federal tax returns with you?

The Witness: No, I do not.

Mr. Crouter: No further questions.

By Mr. Milliken:

Q. Mr. Gilfillan, in that Exhibit G, of this $313,-

030.33, that was either all incurred or paid for the

fiscal year ended May 31, 1943, wasn't it?

A. Yes.

Q. Either incurred or paid? A. Yes.

Mr. Milliken: That is all.
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The Court: Let me ask you one question, Mr.

Witness. As I remember it, you said that some cer-

tain part of your business in 1943 was the produc-

tion, commercial production of radios, was that

right?

The Witness: No, it was in '42, Judge. In '42,

the early part of '42 we made radios.

The Court: About when did that stop?

The Witness: About March or April.

The Court: Do you have any engineer in com-

plete charge of that, that is, did you have any one

engineer who was in charge of radio engineering?

The Witness: In '43?

The Court: No, in '42.

The Witness: In '42

The Court: While you were producing radios?

The Witness: Yes, Fred Wolcott.

The Court: How many assistants did he have?

The Witness: Oh, he had about two or three.

The Court: What did you pay him, if you re-

member ?

The Witness: $10,000.00 a year.

The Court: That is all I wanted to know.

Mr. Crouter: May I ask one further question,

if your Honor please?

Would the $10,000.00 be for Mr. Wolcott and for

each assistant, or was there a difference?

The Witness: I am giving you my recollection

from memory. I believe that his remuneration was

$10,000.00 per annum in '42.
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Mr. Crouter: Now, with respect to the assist-

ants, would they have about the same amount or

would that be

The Witness: Oh, they would drop down all the

way from $45.00 a week to $125.00 a week.

Mr. Crouter: That is all.

Mr. Milliken: Just one question I would like

to ask you Mr. Gilfillan. Were you aware of the w^ork

that the Hoffman Radio Corporation did during

the year 1943, the [340] character of the work?

The Witness: No.

Mr. Milliken: You didn't know a thing about

their contracts'?

The Witness: No.

Mr. Milliken: Didn't know what type of con-

tracts they had?

The Witness: I had heard they were doing elec-

tronic work.

Mr. Milliken

The Witness

Mr. Milliken

But I say you didn't know it?

No.

That is all.

The Court: You are excused.

(Witness excused.)

The Court: Call your next witness.

Mr. Crouter: That is all. Respondent rests.

The Court: Respondent rests, what says the Pe-

titioner ?

Mr. Milliken: Petitioner rests.

The Court: Now, you have a considerable record

here. Until February 2, 1948 for both sides to file

briefs. Until March 1, 1948 for reply briefs.
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Mr. Crouter: Thank you.

Mr. Milliken : Thank you.

The Court: You have an interesting question

here. [341] I would like to have briefs.

Mr. Milliken: We will do our best.

(Whereupon, at 3:25 o'clock p. m., Friday,

December 12, 1947, the hearing in the above-

entitled matter was closed.)

[Endorsed] : Filed Dec. 30, 1947.
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SUPPORTING SCHEDULE No. 2

1. 1940, none; 1941, none; 1942, 35^0.

2. H. L. Hoffman, Percentage Common, 50%

;

Percentage Preferred, 10%. G. G. Davidge, Per-

centage Common, 25% ; Percentage Preferred,

24%. W. D. Douglas II, Percentage Conmion,

25% ; Percentage Preferred, 66%.

3. The company has no affiliated or subsidiary

companies. However, the company has taken a very

active interest in establishing new vendors of com-

pon(^nt parts. This action was taken to relieve the

strain on eastern vendors and guarantee a flow of

material from local sources.

The company has been very active in analyzing

and utilizing available manpower and equipment,

rather than expand its own capital equipment. This

necessitated very close supervision on the part of

the company's management. That was effective in

creating productive subcontractors on critical ma-

terials, such as—crystals, steo-tite molding, die cast-

ing, plastic molding and fabricating, fasteners,

screw machine and sheet metal work. The company

has no financial connection with any of these sub-

contractors.

The best example of the effectiveness of this

policy is—that the present Frequency Meters we

are iDuilding for the Navy we are handling 90%
of our procurement here on the coast.

4. Mission Bell Radio Manufacturing Company,
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Inc. was incorporated in 1932 as a California cor-

poration for the purpose of manufacturing radio

receiving sets. The company was originally owned
by two stockholders, Mr. P. L. Fleming and Mr.

H. G. Schmeiter. Distribution was through jobbers,

dealers and private-brand users, such as—Sears,

Roebuck & Company, Firestone Tire & Rubber

Company, etc.

The company concentrated on low-priced units

and were the first to market a small table model

radio on the coast.

On October—1935—they purchased the Franklin

Radio Company, whose main asset was a R.C.A.

License to manufacture radio receivers. This license

was one of three on the coast. All other manufac-

turers were licensed through Gilfillan Bros.

In 1940 the controlling interest of the company

was sold to Franklin Warner with the understand-

ing that additional capital would be supplied for

manufacturing purposes. Mr. Warner failed to

supply the additional capital and it developed that

his scheme was entirely a stock promotion program,

which did not materialize. Mr. Fleming and Mr.

Schmeiter were unaware of this plan and they

sold the controlling interest of the company and

were unable to do any reorganiaztion until Novem-

ber—1941—at which time the control came back

into their hands.

At this time Mr. H. L. Hoffman and associates

consimimated a contract which gave them the entire

stock of the company. Additional ca^iital was added,
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the Accounts Payable cleared and manufacturins^

reinstated.

It was the purpose of Mr. Hoffman and his

associates to utilize the R.C.A. License and manu-

facture radio receiving sets, radio phonograph com-

binations and special equipment for the various

Police Departments.

At the time Mr. Hoffman and his associates

took over the company they had no engineers and

no factory workers. The entire personnel con-

sisted of a shipping clerk and a telephone girl.

The main asset of the company was the R.C.A.

License and one of the stipulations of the license

was that it could not be sold or transferred. . . .

Consequently it was necessary to rehabilitate the

old company.

The first step in this rehabilitation program was

to secure competent engineering and a small group

of factory technicians. This was accomplished by

the purchase of the Mitchell-Hughes Company, who

had been very successful in the manufacture and

distribution of a high quality, high priced, custom

made, radio phonograph combination. Mr. Alex

Hirsch, the owner of this company, had recently

passed away and his heirs wished to liquidate the

company.

The Mission Bell Company was fortunate in

securing the services of Mr. W. S. Harmon as

Chief Engineer and a group of twenty to twenty-

five factory technicians, trained in the construction

of high-quality merchandise. Mr. Harmon had for-
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merly been with Mission Bell but had left at the

time control was sold to Mr. Warner, due to the

fact that he would have no connection with the

program Mr. Warner had in mind. Before his

connection with Mission Bell he had been the Chief

Engineer of the Emerson Radio Company in New
York.

Shortly after the Mission Bell Company had been

jnirchased its main asset—namely a R.C.A. License

—became valueless, due to the declaration of war

and the waiving of all license arrangements for

the services, and, also, by a W.P.B. ruling stopping

the manufacture of home receivers as of April

22, 1942.

Plans were immediately initiated to complete the

construction of materials on hand at Mitchell-

Hughes and secure orders for immediate produc-

tion of Mission Bell sets. This was done and then

the company moved the Mission Bell operation

into the Mitchell-Hughes plant and the two con-

solidated. All of this was necessary to complete

the operation for the deadline of April 22, 1942. At

the same time the program was initiated to solicit

subcontract work for the war production.

The description of the conversion from peace-

time production to war manufacturing is covered

in Paragraph 5.

5. As outlined above the principle items of peace-

time production were radio receiving sets, radio

phonograph combination and special intercommun-

icating and shortwave receivers.
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Due to the fact that the company was new and

untried, it was decided that they would start out

doing subcontract work, consisting of fabricating

of radio components. This afforded two opportim-

ities—one to prove to the various services that we

could fabricate as well as assemble and secondly,

to train the new organization in the mechanics and

requirements of war communication equipment pro-

duction.

The first order secured was from Bendix Aviation

of North Hollywood for Variable Condensers. The

company had never built Variable Condensers

before; in fact, to our knowledge they had never

been built on the coast before. Negotiations wdth

Bendix Aviation was started in February, 1942,

and sample completed within a period of three

Aveeks. There was one other local company who

sul^mitted a sample, but our sample was much

superior in construction and quality as well as

lower in price—consequently, we were given the

Imsiness.

Tooling was instituted immediately and manu-

facturing processes studied carefully. It was found

that due to the perculiar design of this unit that

conventional production methods could not be used.

Consequently, it was necessary to devise special

methods of soldering the plates to the rotor and

stator shaft. The method originated was very effec-

tive and was gradually improved, based on experi-

ence. Other special tooling was necessary and spec-

ial assembly jigs constructed.
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An order for these Variable Condensers was

issued February 10, 1942, and first deliveries were

made April 6—sixty days later. This included the

construction of all dies and production tooling.

Due to the quality of the work done on the

Variable Condenser and the quick action we gave

Bendix, they presented to us the problem of manu-

facturing the M-357A Antenna Kite. This Kite

when presented to us was in a very crude form

and merely gave the general idea and type of unit

they desired. Bendix was, also, contacting an east-

ern source for the possibility of their manufactur-

ing this Kite for them and secured quotations from

this eastern source—the James Heddon Company
of Dowagiac, Michigan.

Based on our original sample submitted for this

unit and the fact that our price was lower than

the eastern source, we were given a contract to

produce 100 of these units. This contract was given

to us on a Wednesday and they wanted delivery

the following Sunday. This request was met, al-

though it involved all of the officers of the com-

pany as well as the employees working all night

for three consecutive nights.

Production contract for 16,000 of these units was

awarded to us April 30, 1942 and delivery started

on May 16, 1942. It was necessary for the company

to redesign this Kite for production purposes, and

due to the fact that a Kite of this design had

never been manufactured before, it was necessary

to completely retool the plant. This involved work-
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ing out a method to cut chrome moly tubing,

special soldering attachments for fastening the

fittings to the Kite, special sawing machinery and

jigs and special assembly jigs and tools to assure

uniformity and high quality.

Both of these jobs involved complete retooling

and plant reorganization. Inasmuch as neither one

of these items had been built before, it involved

training our existing organization and supplement-

ing it with more mechanical experience and ability.

During this period of conversion the company added

materially to its engineering and technical staff.

6. The price on item 1—the Variable Condenser

for the SCR-578 was 50% of the price submitted

hy the Radio Condenser Corporation, and 25%
lower than the local source—namely, Audio Prod-

ucts.

On item 2—the M-357A Antenna Kite—quota-

tion was only submitted hj one other company, an

eastern source—James Heddon & Son—and their

price was approximately 10% above the Mission

Bell price.

Although the prices quoted when these contracts

were consmnmated were based on an average labor

rate of 60 cents per hoiu', the prices were not

increased; even though labor rates went to an

average of 77 cents per hour, an increase of approx-

imately 25%. In addition to this overhead burden,

to handle inspection, government reports, etc., our

cost was considerably increased. During the course

of both of these contracts there have been various
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changes and re-wori:, and the company has avoided

increasing the price in any case where they could

avoid it.

Any price increases that have been installed

have been based on cost of materials, only. As an

example of this—Bendix originally furnished the

materials on the Antenna Kite, which consisted of

the cloth and the rods, and we furnished the fittings

and the labor for the complete fabrication of the

Kite. The price for our labor and parts was $4.90.

Bendix expressed a desire to have the Kite packed

in a smaller space. The company worked out a

design for breaking the Kite in the middle. This

new design involved an increase in the amount of

materials used and conseqeuntly, an increase in

the cost of materials. This price was raised to

$5.58.

Bendix then asked the company to procure the

material on the next contract, and the company

merely added the cost of the material to the exist-

ing price to arrive at their quotation.

During the life of these contracts there have been

some definite increases in cost of material. We
attach letter sent to Bendix covering these increased

costs on the Kite.

Stamping and screw machine work on the Vari-

able Condenser have almost doubled in price on

this contract, due to the increased cost of vendors'

labor. This increased cost was not passed on to

Bendix, but was absorbed by our company.

The company has saved critical materials by
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redesign of the units. On the Variable Condensers

brass parts were changed to steel, saving 20% of

the total weight of the unit and avoiding a pro-

curement bottleneck. Insulators on the Variable

Condensers were changed from one material to

another to avoid shortage of critical materials. A
method was developed for fastening the reinforced

sleeving on the rods with a pressed fit to eliminate

soldering, thereby reducing the weight of the Kite

and eliminate the use of 50-50 solder in this part

of the operation.

A new source of tubing for this Kite was estab-

lished. This tubing was .0008 wall chrome moly

tubing and made of the most critical materials.

The company uncovered a large stock of stainless

steel tubing, which originally had been drawn for

Coca Cola dispensers. This tubing was re-drawn

for use on the Kite; thereby relieving a critical

shortage of chrome moly tubing and utilizing dis-

carded material.

Several improvements in design were originated

by Mission Bell and aj^proxed by Bendix and the

Signal Corps. This included a design for fastening

the cloth to the framework of the Kite in a more

efficient manner and eliminating stainless steel

staples. Several other items were recommended by

the company, both as to construction and design.

In July, 1942, the Signal Corps established King-

ston Products Corporation of Kokomo, Indiana, as

a subcontractor under Bendix to fabricate the com-

plete SCR-578. The Signal Corps indicated that
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they wanted an independent source for the Kite,

due to a basic policy of not using common, com-

ponent part sources. Mission Bell furnished King-

ston with their original requirements and then sent

complete blue print instructions and parts to James

Heddon & Son, and instructed them on the con-

struction of the Kite so that they could furnish

Kingston with their requirements. Since that time

we have kept Heddon advised on all improvements,

and have given them the benefit of all the results

^^e have obtained.

On June 30, 1942, the company entered into a

Development Conract with Wright Field to develop

a 28 volt Interphone Amplifier. This Development

Contract was completed within 45 days. According

to Wright Field it was the only Development Con-

tract they knew of that was completed on time.

During the latter part of 1942 the company

and accepted by Wright Field.

During the latter part of 1942 the company

developed a Noise Silencer and presented it to the

Army and the Navy. This development was accepted

by the Navy with the advice that it would be

installed in all subsequent receiver productions.

However, the company waived all royalty rights.

In September, 1942, the company secured a con-

tract to manufacture A-62 Phantom Antennas, and

in November, 1942, secured a contract to manufac-

ture A-58 Phantom Antennas. Both of these con-

tracts were Prime Contracts through the Philadel-

phia Signal Corps. Delivery on both contracts have
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been either up to requirements or ahead of require-

ments.

7. In December, 1942, our company made appli-

cation with the California Bank, Los Angeles, for

a $200,000.00 Title V Loan. Our borrowing under

that loan has not exceeded $125,000.00. That loan

has now been replaced with a new Title V Loan

for $400,000.00. The additional funds are necessary

in connection with the financing of our Navy Con-

tract, which has been in the engineering stages to

date, but which is now going into production. It

is our belief that this loan will adequately handle

any financing necessary in connection with our

present war orders.

8. Our present offices and principle manufactur-

ing plant is at 3430 South Hill Street, Los Angeles,

California. This property is leased from the Lloyd

Corporation for $300.00 per month. The lease

expires July 1, 1945. We, also, have under lease the

building at 3446 South Hill Street from Gertrude

C. Bowers at $90.00 per month. This lease expires

July 1, 1945.

During the past month the company acquired

property at 3751 South Hill Street for the expan-

sion of its manufacturing facilities. The building

contains 18,500 square feet and in addition a sur-

face parking lot of similar area. This is a brick,

one-story building, less than two years old, con-

taining adequate wiring and other facilities for

use in manufacturing at once. This building was

appraised by the California Bank before purchase
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was made and it was their thought that the building

was not over priced.

An application for a Certificate of Necessity, cov-

ering equipment in the amount of $4,459.15 was

filed by this company on April 19, 1943. It is our

intention to file a new application for a Certificate

of Necessity in connection with our building pur-

chase, which is entirely for war work.

9. The number of productive employees at the

beginning of 1942 was 7—at the close of the year

94. At the close of 1942, 22% of the employees were

male and 78% were female; 16% were skilled and

84% were unskilled.

10. Mr. H. L. Hoffman received $18,699.52 for

his services for the year of 1942 under his employ-

ment contract, dated December 4, 1941.

Mr. W. S. Harmon received $7,244.18 for his

services for the year of 1942 under his employment

contract, dated March 10, 1942.

Mr. Hoffman's title is President and Mr. Har-

mon's is Vice-President in charge of Engineering.

11. Same as in Paragraph 10.

12. Captain Asbury— San Francisco Signal

Corps. Captain Huff—San Francisco Signal Corps

—Los Angeles area. Captain J. A. Biggs—A.R.L.

—

Wright Field. Captain Hill—Philadelphia Signal

Corps. Captain Temple — Philadelphia Signal

Corps.
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Hoffman Radio Corporation

3430 South Hill St., Los Angeles, California

1943 REPORT

July 22, 1944

Signal Corps Price Adjustment Section

370 North Camden Drive, Beverly Hills, Calif.

Gentlemen

:

We have previously given you the history, the

])ackgTound of the company, and the activities dur-

ing 1942 of the Mission Bell Radio Manufacturing

Company, Inc. As of November 12, 1943, the

Articles of Incorporation of the Mission Bell Radio

Manufacturing Company, Inc. were amended,

changing the name of the company to the Hoffman

Radio Corporation.

We now wish to bring our report up to date

and cover our contribution to the war effort during

1943 and to make certain comparisons with our

contributions for 1942 as follows:

1942 1943

1. Net Sales $230,136.00 100% $1,836,432.00 100%

2. Cost of Sales 171,643.00 74.5 1,489,033.44 81

4. Selling and Adver-

tising Expense 2,444.00 01.1 6,872.38 00.4

5. General and Admin- [Penciled] : 30% reduction

trative Expense 20,492.00 08.9 116,861.75 06.3

6. Net Operating

Profit - 35,557.00 15.5 223,665.42 12.17

8. Other Applicable

Deductible Items 2,030.00 00.9 11,808.26 00.64

Net $ 33,527.00 14.6 $ 211,857.16 11.53

[Penciled] : 21% reduction
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While these figures show that we have increased

the production of war goods more than seven times,

still it does not give a complete picture.

We were asked during the past year to produce

items many times more complex than those which

we produced in 1942. We have also been asked to

assist in the development of new equipment. Some
of this newly developed equipment is now in use

and other items are now being manufactured. The

importance of these items is much greater to the

w^ar effort than what we were producing during

1942. Endeavor will be made to explain that point

more fully later in this report.

Delivery Record—Our company, during 1943,

had a record of delivering all of its materials either

ahead of time or in accordance with production

requirements. There was only one record of not

meeting the delivery requirement specified in our

contracts, and that was where our company was

Iniilding the same equipment for two different pro-

curement districts. The inspector-in-charge modi-

fied shipping instructions to the point where the

filial completion of one order was not until forty-

five days after the specified delivery date. This

was accomplished in spite of manufacturing delays

beyond our control, such as the diverting by the

War Production Board of stainless steel tubing to

other war contracts and the failure on the part of

some suppliers to meet production specifications.

Prices—The prices which we have charged for

equipment furnished to the Services in 1943 have
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been conservatively below those of other contrac-

tors, or they have been competitive.

During the year, we continued to supply variable

condensers, and we were the only source of supply

for this particular item. Our prices remained the

same in spite of rising material and labor costs.

We are the largest manufacturer of antenna kites,

and we have made a material reduction in the unit

price during the year and we expect to make fur-

ther reductions during 1944.

It is our understanding that our prices on the

A-58 phantom antenna and the A-62 phantom

antenna which we manufactured for the Signal

Corps were competitive. We also made a contract

price reduction of $8,540.00 on our A-62 contract.

On our frequency meter contract, we were given

a price of 107o over existing prices to allow for

tooling amortization, and on the basis of the prices

allowed, we have already made price reductions

and a cash refund totaling $656,327.50. It is antici-

pated we will make at least another $150,000.00

cash refund on the original contract of $4,000,-

000.00.

The actual cash refunds made on 1943 business

were $8,540.00 on our A-62 contract and $100,-

600.00 on our frequency meter contract or a total

of $109,140.00. This sum is 51.5% of our net profits

for the year 1943.

Substitution and Economy in the Use of Mate-

rials—Our Engineering Staff has been able to over-

come a number of critical situations by working
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out substitutions of raw materials and by changing

component parts. Approval was obtained on all

reconunendations sul^mitted.

In the building of A-58 phantom antenna, request

was made and permission given to use cold rolled

steel instead of aluminum for the case and front

panel, thereby saving approximately 20,000 pounds

of aluminmn which at that time was a critical

item.

Substitution was made and approval received for

the use of cold rolled steel for the base and end

plate of the variable condenser, thus eliminating

a corresponding amount of copper.

In building frequency meters, we made numerous

substitutions of materials and component parts and

in the methods of production. Many of these sub-

stitutions enabled us to get into production sooner

on this vital equipment, and all of the changes have

been officially approved. Some of the more inipor-

tant of these are as follows:

1. The variable condenser plates were zinc plated

with Iridite instead of silver to improve the salt

spray resistance.

2. The front panel of the unit has been made

separate from the chassis. This has saved the

scrapping of many engraved panels where the

chassis was rejected or had to be re-worked.

3. Caustic dip was substituted for sand blasting

and lacquer which saved time and considerable

expense.
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4. To overcome a procurement bottleneck, a

Vinylite cable was substituted, for rubber cable.

5. Permission was given us to substitute a pilot

light for a meter when the latter became dif&cult

to secure.

6. We submitted a plan for the use of extrusions

in place of inserts in the chassis which has saved

much loss of time in assembly as the inserts fre-

quently came out and also saved cost on screw

machine parts.

7. One of the biggest improvements over pre-

viously used methods was in substituting a plated

crystal instead of the air gap type crystal. This

substitution has greatly improved the stability of

the unit.

8. We have developed a new construction for

hermetically sealed transformers and reactors and

have instructed a local source in the production of

these items.

Reasonableness of Costs and Profits—The peace-

time operation of our company is that of radio

assembly. It was the practice of the old company

to purchase component parts and to assemble them

into complete radio units. This did not involve

complicated procedure and only required a mini-

mum of equipment. The testing procedure was also

relatively sim])le. When conversion was made over

to war work, the first items produced were not

complicated. We manufactured these items as a

sub-contractor. When we became prime contractors,

the items manufactured became more complex.
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Their importance to the war effort also increased.

From relatively simple items, we now manufac-

tured equipment that has 588 parts, 211 assembly

operations and 16 electrical tests. This whole pro-

cedure is entirely different from normal peacetime

work and requires a greater skill and a higher type

of personnel. In most cases, we have trained the

necessary personnel.

As production has increased, overall iDrofit has

been reduced. In 1942 the percentage of profit

was 14.6 on renegotiable business. In 1943 this

has been reduced to 11.5 percent.

Capital Employed—All war orders awarded to

our company have been financed from company

funds or from loans guaranteed by the stockholders

of our company.

During 1942, in addition to the company capital

and advances by the stockholders, it was necessary

that financing be handled by bank loans endorsed

l\y the stockholders of our company. For 1943, in

addition to company funds and further advances

by the stockholders, the financing of our orders

was by Title "V" Loans.

The original loan of $200,000.00 was made Janu-

ary 15, 1943 with the California Bank. That loan

was fully guaranteed by the stockholders of our

company. On July 10, 1943, we found it necessary

to increase that loan to $400,000.00 and this amount

was again guaranteed by the stockholders.

Later in the year it appeared evident that we

would require additional funds in order to handle
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increased production requirements of frequency

meters. Production was to be stepped up to where

in April of 1944 we would be producing 1,200 units

per month. On the basis of that production require-

ment, it was estimated that we would need a maxi-

mum of $1,220,000.00.

This new Title "V" Loan was granted by the

Bank of America National Trust and Savings

Association inasmuch as it was in excess of the

lending power of the California Bank. The stock-

holders again gave their personal guarantee to this

loan for an amount of $400,000.00. At no time has

it been necessary that we borrow in excess of

$400,000.00.

Due to the transferring of the Disbursing Office

from Washington, D. C. to San Diego, California,

])ayments have been received much faster than was

anticipated. There was also a reduction of the

monthly requirement of frequency meters to 800

units a month. As a result of this, the present loan

will handle all requirements under our present

orders and orders which will start in the latter part

of 1944.

When it became evident that additional facilities

would be necessary for the manufacture of fre-

quency meters and other items for which we had

been advised the Navy was contemplating award-

ing contracts to us, property was purchased at

3751 South Hill Street. This property consists of

a l^uilding with 18,500 square feet of manufacturing

s]-)ace with a parking lot of equal size.
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The purchase price was $55,000.00, and the pur-

chase was made only after the California Bank
appraised the property and considered the pur-

chase price was under the physical valuation of

today's market. The terms of the purchase were:

Cash, $25,000.00—Trust Deed, $30,000.00. The $25,-

000.00 down payment was advanced by the stock-

liolders of our company. In return, they took

corporate notes payable on demand. Subsequent to

the purchase, application was made for a Certificate

of Necessity in the amount of $55,000.00 which was

granted.

The above $25,000.00 advanced by the owners of

our company, together with previous advances,

made a total of $72,500.00. In order to increase

the financial structure of our company, application

was made for a permit to issue preferred stock for

these officers' advances. That permission was

granted, and this obligation was, on December 31,

1943, transferred from a current liability to a

capital liability.

This year we are building an addition to our

plant at 3751 South Hill Street. It involves a total

investment of approximately $15,000.00 including

additional land and the building. This will be paid

for by the company without making application for

a Certificate of Necessity even though the rest of

the property is covered by such a Certificate.

Extent of Risk Assumed—As explained under

the previous heading, we expanded our facilities,

using our own funds, in anticipation of the work
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to be assigned us. The correctness of this procedure

has l:)een demonstrated by the fact that we have had

the facilities available when the demands were made
on us.

All of our contracts for war equipment have

been on a fixed price basis. It has been the company

policy to fix a price based on an estimate of

material, labor and overhead costs together with

a reasonable profit, and if the estimate proves too

high, to make j^rice reductions.

In taking on the contract to build frequency

meters for the Navy, we definitely assumed obliga-

tions which, if we had not been able to meet, would

have resulted in the stockholders being liable under

their personal guarantee. Two companies had prev-

iously failed in attempting to build this equipment.

In the building of frequency meters, we operated

under a Letter of Intent until such time as we

were in a position to handle complete vmits. A
Letter of Intent provides that in the event of

failure to deliver or to meet requirements, the

Govermnent can reimburse for actual expenditures

and assume title to all materials from that point

on. Any cancellation of operation would have meant

that the corporation would have been refunded the

actual costs with no compensation for the time spent

on the project.

Contribution to the War Effort—In 1943 we

entered into an arrangement with the E. J. Hall

Electrical Laboratory, whereby our company was

to engineer for production and to market an elec-
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ironic relay and noise peak limiter. These items

accomplished certain desired results in eliminating

noise from sending and receiving equipment.

The engineering work was completed and work-

ing models were sent to Washington with repre-

sentatives for presentation of the equipment. The

effectiveness of the equipment was demonstrated

and resulted in orders from the Federal Com-
nmnication Commission, the Treasury Department

for use by the Federal Bureau of Investigation and

the Office of Strategic Service.

Based on the results of the equipments delivered,

we have been given a development contract for the

adaptation of the electronic relay for use by the

Navy in connection with certain types of sending

and receiving equipment. Our engineers are also

continuing to cooperate very closely with the Navy
Department on certain noise problems which they

are endeavoring to eliminate.

We have received orders from the Navy for the

noise peak limiter built as a separate unit. Permis-

sion has been given the Navy and schematic dia-

grams of the noise peak limiter made available so

that this limiter could be built into communication

e(juipment being manufactured by other concerns.

Under instructions from the Navy, other concerns

building Navy equipment are incorporating this

feature.

Our company was selected by the Office of Scien-

tific Research and Development to cooperate with

tlie California Institute of Technology and engineer
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for production the firing error indicating equip-

ment which had been developed by the California

Institute of Technology. Our best engineers were

assigned to this i^roject, and we had from three to

five engineers working on this during the last

seven months of 1943.

This development work has been continued in

1944. The equipment designed has now been

accepted, and 2,000 transmitters and twenty-three

power supplies and receivers are being built for

the Office of Scientific Research and Development.

This is new equipment, and the entire production

is being handled as a development contract without

profit to us.

A number of developments and improvements

have been made in the manufacture of antenna

kites, and all of the improvements have been made

available to the other contractor making this same

equipment—James Heddons Sons of Dowagiac,

Michigan. These improvements include a new split

kite design, a new cloth clamp, and the grooving

of the hinge clamp for greater rigidity. Now our

engineers are about to eliminate the soldering oper-

ation which should greatly speed up production of

this equipment. At the request of the Instrument

Division of the Weather Bureau, we have con-

structed a three-section kite which has been sub-

mitted to them for tests.

Our company has also built and carried on

ex})erimentation with various other kite designs

at the request of the Navy Department, and these
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have been demonstrated to the Navy at San Diego,

some of the equipment built being of a confidential

nature.

In the manufacture of frequency meters for the

Navy Department, we have cooperated with the

other supplier, Bendix Radio of Towson, Maryland,

supplying them with drawings of all changes of

design and substitutions which have been developed

by our Engineering and Production Departments.

All the items listed elsewhere covering improve-

ments in the frequency meter and changes in the

methods of manufacture have been made available

to Bendix Radio.

The developments which have been made by our

Engineering and Production Staffs in the frequency

meter have resulted in a superior unit over that

which was submitted to us as a sample. As a result

of these improvements, our company has been

selected as the only source for future production

of C.F.I. Units for the Navy Department.

We, therefore, consider that our development and

production of frequency meters to meet the close

tolerances required and to produce such a superior

unit that we would be selected to continue the

production for the Navy on future orders in place

of the previous supplier is our outstanding con-

tribution to the war effort during 1943.

Character of Business and the Extent of Sub-

Contracting—Upon entering into war work, we

decided to limit activity, as much as possible, to

production engineering and assembly. Following
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that procedure, it was decided to utilize existing

facilities in this territory and not establish new

facilities in competition.

This plan of operation has necessitated the estab-

lishment of an Outside Production Department

which has five employees at the present time. This

De])artment has contracts with many of the smaller

])lants which can supply us with work in which

they s})ecialize such as screw machine parts, metal

fa])rication, coil winding, sheet metal, plating, plas-

tics and similar work. The Outside Production men
carefully check over the facilities of these plants

before the order is placed, and then follow the

work carefully to see that they keep production

to the tolerances required and that delivery sched-

ules are met.

This plan of utilizing existing facilities of other

companies keeps down the investment in fixed

assets, many of which could only have been supplied

to us on a high priority.

In 1942 we sub-contracted approximately $40,-

000.00 of business; in 1943 over $500,000.00 or

ap])roximately 30% of the cost of sales. In most

cases, we supplied the material, so that we were

really purchasing labor and the use of facilities,

thereby spreading out the war work to many small

sub-contractors.

Other Factors—During the year 1943 we placed

special emphasis on employee management rela-

tions. We have a semi-monthly meeting of employee

representatives from each production line together
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with representation from management. At these

meetings plans for better working conditions are

discussed and any problems which have arisen

between the employees and management are settled.

We have a suggestion box, and this employee

group makes awards for suggestions which they

consider have merit in increasing production, work-

ing conditions or in connection with any other

matter relating to plant efficiency. This arrange-

ment has worked out very satisfactorily, and on

an average ten awards for suggestions are made
at each meeting.

Forty percent of the new ideas and improvement

of manufacturing conditions in our plant have

resulted from employee suggestions. Our employee

management plan has given our employees a feel-

ing that they have a part in the management of

the company and that if they have a suggestion of

any kind, it will be given proper consideration.

'Ilie dollar volume of production per employee

was $2,425.00 in 1942. In 1943 the dollar volume

of production per emj^loyee was $4,844.00.

This computation is made after deducting sub-

contracted work and profits. While it is appreciated

there are other factors than increased efficiency

which would have contributed to this increased dol-

lar volume, nevertheless, we consider a large part

is due to the reason and the greater interest which

our personnel now has in their work.

The restaurant facilities in the immediate neigh-

borhood are not sufficient to meet our expanded
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force, and it was, therefore, necessary that we
estal^lish our own commissary in order that our

employees have warm wholesome meals. A com-

plete meal is served at a cost of 40 cents.

Hot coffee and light refreshments are available

to our employees during the ten minute rest period

in the morning and in the afternoon.

This has been of material aid in maintaining

emx)loyment and in reducing labor turn-over. Our

average monthly labor turn-over for 1943 was only

11%. Further efforts to reduce absenteeism are sum-

marized as follows:

1. Vitamin pills are furnished at cost to em-

ployees.

2. Oral cold vaccine has been supplied without

cost.

3. A visiting nurse arrangement has been estab-

lished for our plant and for home calls where

requested, or where a person is absent for more

than three days time. This system, originally

installed by our company, has been copied by many
other small plants in the Los Angeles area. See

photostatic copy of letter attached.

4. A vacation policy has been established to give

one week vacation with pay to all employees who

have been with the company for one year. Each

employee is entitled also to an additional half-day

for each month's perfect attendance. An employee

witli perfect attendance for the year thereby gets

two full weeks vacation with pay. Many factory

employees have qualified for the full two weeks.



Commissioner of Internal Revenue 373

Petitioner's Exhibit No. 2— (Continued)

5. Group insurance has been made available to

employees, the company assuming one-quarter of

the premium and the employee three-quarters.

6. Three times a year service pins are awarded

our employees for commendable attendance. For
four months service with a maximum of two days

absence, a sterling silver pin is given. A eight

month pin is awarded for service for this period

with not more than four days absence. Employees

are eligible for a gold service pin after twelve

months of service with an accumulated absence of

not more than six days. The interest in obtaining

these pins we feel has materially reduced absen-

teeism. Our absenteeism is approximately 3.5%.

We have attempted in this letter in general

terms to set forth our increased contribution in

1943 to the war effort. Some of the outstanding

facts we have set forth in the graphs attached.

1. Graph E indicates our sales volume increased

689% while plant facilities (Graph A) only

increased 167%, showing a greater utilization of

our factory space. Graph F shows that in expanding

our war production we only expanded our personnel

111%.

2. Graph B indicates the greater distribution

on our part of our contracts to smaller shops.

Graph C shows relation of our various contracts

with reference to the nmnber of parts sub-con-

tracted, production of which it is necessary for us

to supervise in the various sub-contractors' plants.

3. Graph D indicates the greater complexity of
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our frequency meter contract, our principal con-

tribution to the war e:ffort in 1943, as compared

with the previous prime contracts assigned to us.

In addition to the increased number of parts for

our frequency meter contract, a much closer toler-

ance is required and a higher skilled personnel is

necessary to handle these parts. It is the complex

nature of this contract that has required the expan-

sion of our Engineering Department as is indicated

by Graph G.

4. Graph H indicates that our hourly labor rate

has increased 36%. In making this increase, we

have not increased our selling prices. This increase

is due to a higher labor rate range granted us by

the National War Labor Board and by the employ-

ment of specialized labor on the more complicated

work on the frequency meter. All the people

employed on the premium paying jobs are trained

in our plant.

We are also attaching a brief summary of each

different item we have manufactured and the per-

tinent facts regarding the various contracts under

which we have operated.

We might briefly sunomarize our comparison of

our 1942 and 1943 contributions by a statement that

in 1942 we were acting as sub-contractors. In 1943,

based on our records as a sub-contractor, we were

made prime contractors and assigned equipment to

build which up to that time had only been manu-

factured by one other source for the Navy.

We feel we have met the obligations imposed
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upon us as a prime contractor by having met deliv-

ery schedules, produced on a competitive price basis

and delivered a product superior in many respects

to that delivered by other contractors.

AYe feel these statements are justified by the

fact that we have again been assigned a more

difficult contract for the building of equipment

which is of a confidential nature.

This report is respectfully submitted as an addi-

tion to that already in your files.

Very truly yours,

HOFFMAN RADIO CORP.,

H. L. HOFFMAN,
President.

HLH:ea
Department of Health

City of Los Angeles 12

George M. Uhl, M.D., M.S.P.H.

Health Officer

May 1, 1944

Mr. H. L. Hoffman

Hoffman Radio Company

3430 South Hill Street

Los Angeles 7, California

Dear Mr. Hoffman:

The Division of Industrial Hygiene would like

to take this opportunity to commend you for the

efforts you have made in the interests of improv-

ing the conditions relating to the health of your

employees.
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Since our tirst study in your plant in July, 1942,

you have faithfully followed all of our recommenda-

tions for the control of toxic exposures and un-

healthy working conditions. You have called us

in for engineering evaluations whenever you have

instituted a new process, in addition to having

us make repeat tests on permanent equipment. Also,

your industrial nursing set-up has been a model

for other medium-sized plants and has shown that

a practical and useful arrangement for providing

medical services can be made by such plants.

Whenever we can be of further service in evalu-

ating your industrial health problems, engineering

or medical, please do not hesitate to call upon us.

Sincerely yours,

/s/ FRANCIS E. BALLARD, M.D.,

Director, Division of Industrial Hygiene.

FEB:eb
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A material reduction in plating costs can be made
if this should be adapted.

The relation of our variable condenser produc-

tion as to the number of parts and amounts sub-

contracted is referred to in Graphs C and D.

ANTENNA KITES
Year Production in Units

1942 20,457

1943 38,407

Production Schedule—Production of antenna

kites varied from 2,000 to 5,000 per month. We
experienced considerable delay in production due

to the diverting of stainless steel tubing to the

aircraft industry. In spite of that, we have been

able to keep six months ahead of Bendix Aviation,

Ltd. requirements.

To maintain our production schedule, we were

required to have nearly half of our shipments of

stainless steel and chromoly tubing sent in by air

express. In addition to that, we spent many hun-

dreds of dollars in long distance calls and telegrams

to be able to even get the shipment by air express.

This has materially increased our cost of produc-

tion during 1943.

Prices

:

1942: Where Bendix furnished material, $5.58.

1942-43: Where we purchased all parts, $9.79.

1943: Where we purchased all parts and packed

in waterproof container, $10.07.
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1943: Kingston Products Order—no waterproof

packing required; price based on use of 100%
welded tubing, $8.83.

1944: Dayton Signal Corps Procurement District

Order—Price based on overseas packaging and use

of part welded and part drawn tubing, $9.20.

Improvements—Expediting of the drawn tubing

cost us many hundreds of dollars during 1943. With
the uncertainty of that source of supply, we
started to assist a concern who had an idea of

welding stainless steel sheets into tubing. After

considerable experimenting and development, a

welded tubing was developed which has been given

Signal Corps approval for use in antenna kites.

This new source of supply is materially aiding us

in meeting the delivery schedule of the Dayton

Signal Corps Procurement District.

The old system of stapling the cloth to a strip

of tape run through a spring soldered to the

longerons was abandoned after we obtained Signal

Corps approval of the use of the new cloth clamp.

This process is faster, the operators can work

while sitting instead of standing, and we have got-

ten away from a critical material—monel staples

—

which were Signal Corps specifications.

We developed a method of swedging sleeves on

kite rods to save solder and eliminate a costly

soldering operation.

We put a special crimp in the kite cluster which

gives it greater strength.

We standardized all the rivets in the kite by
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VARIABLE CONDENSERS

Year Production in Units

1942 30,754

1943 66,987

Production of the variable condensers more than

doubled in 1943 over that of 1942. We are the

source of supply for these condensers for both

Bendix Aviation, Ltd. and Kingston Products

Corp. Our production varied from 4,500 to 8,000

units per month, and we have been approximately

six months ahead of manufacturing reciuirements.

Prices

:

1942: Where Bendix paid for plating, $2.22.

1942, 1943, 1944: Where we paid plating costs

as well as supplied all parts. Additional cost to us

of 75 cents, $2.94.

The price of $2.94 has been maintained in spite

of increased material, labor and contracted work

costs.

During 1943, to aid Marine Radio Manufacturing

Company, we made a variation of our variable con-

denser to meet their requirements and to assist

them in getting around a manufacturing bottle-

neck. We made 1,500 units for them at a price of

$3.85 each.

We have submitted to the Signal Corps a new

process of plating called Iridite. We use this pro-

cess on our Navy variable, and it stands the 200

hour salt water test better than the gold plating.
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A material reduction in plating costs can be made
if this should be adapted.

The relation of our variable condenser produc-

tion as to the number of parts and amounts sub-

contracted is referred to in Graphs C and D.

ANTENNA KITES
Year Production in Units

1942 20,457

1943 38,407

Production Schedule—Production of antenna

kites varied from 2,000 to 5,000 per month. We
experienced considerable delay in production due

to the diverting of stainless steel tubing to the

aircraft industry. In spite of that, we have been

able to keep six months ahead of Bendix Aviation,

Ltd. requirements.

To maintain our production schedule, we were

required to have nearly half of our shipments of

stainless steel and chromoly tubing sent in by air

express. In addition to that, we spent many hun-

dreds of dollars in long distance calls and telegrams

to be able to even get the shipment by air express.

This has materially increased our cost of produc-

tion during 1943.

Prices

:

1942: Where Bendix furnished material, $5.58.

1942-43: Where we purchased all parts, $9.79.

1943: Where we purchased all parts and packed

in waterproof container, $10.07.
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1943: Kingston Products Order—no waterproof

packing required; price based on use of 100%
welded tubing, $8.83.

1944: Dayton Signal Corps Procurement District

Order—Price based on overseas packaging and use

of part welded and part drawn tubing, $9.20.

Improvements—Expediting of the drawn tubing

cost us many hundreds of dollars during 1943. With
the uncertainty of that source of supply, we
started to assist a concern who had an idea of

^^'elding stainless steel sheets into tubing. After

considerable experimenting and development, a

welded tubing was developed which has been given

Signal Corps approval for use in antenna kites.

This new source of supply is materially aiding us

in meeting the delivery schedule of the Dayton

Signal Corps Procurement District.

The old system of stapling the cloth to a strip

of tape run through a spring soldered to the

longerons was abandoned after we obtained Signal

Corps approval of the use of the new cloth clamp.

This process is faster, the operators can work

while sitting instead of standing, and we have got-

ten away from a critical material—monel staples

—

which were Signal Corps specifications.

We developed a method of swedging sleeves on

kite rods to save solder and eliminate a costly

soldering operation.

We put a special crimp in the kite cluster which

gives it greater strength.

We standardized all the rivets in the kite by
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using the same rivet in hinge clamps as in the

cluster. This change added strength to the assembly

and simplified procurement by reducing the number

of riveting machines needed for production.

We have been asked by the Navy Department to

do certain development work on kites. This involved

different designs for greater lifting power and

experimentation in radar use. Several models have

been submitted to the San Diego Base for further

test.

The relation of our antenna kite production as

to the number of parts and amounts sub-contracted

is referred to in Graphs C and D.

A-62 PHANTOM ANTENNA

1943: Units Produced, 20,114.

Production was scheduled from February to

November, 1943. Our shipments averaged more

than 1,000 units per month over production

schedules until in August. At that time, the failure

of the Clarostat Corporation to deliver acceptable

resistors forced a suspension of our production line

for practically sixty days. In spite of that delay,

we were able to complete our production on

schedule.

Price—Our bid price was $11.75 per unit which

was 50 cents per unit under the concern who was

given sixty percent of the contract and who were

tooled for the job. On the last 854 units, we made
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a reduction of price of $10.00 per unit, making the

price $1.76. This affected a total contract price

reduction of $8,540.00, and reduced the overall unit

price to $11.52.

This contract was our first as a prime contractor

and represented a considerable increase in manu-
facturing complexity over previous items. There

were 62 separate items as compared with 26 on

the variable condenser. Each item had to pass cer-

tain electrical and mechanical tests, all of which

were supervised by an engineer.

We worked out a process of knurling the cap

which saved considerable time and cost over prev-

ious method of fabrication. We made this a punch

press instead of a screw machine operation.

The relation of our A-62 production as to the

num])er of parts and amounts sub-contracted is

referred to in Graphs C and D.

A-58 PHANTOM ANTENNA

1943: Contract W-2124-sc-7183—Order No. 13547

Phila 43—4697 Units at $38.14 each.

1943: Contract R-9409—Order No. 24218 Phila

43, 39 Units at $40.38 each.

1943: Contract W-2124-sc-1789—File 11751-WF-
43, 1118 Units at $39.88 each.

Production was scheduled on the three orders

from January to July of 1943. On the first con-
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tract, we completed delivery in June while the

required schedule ran until July. On the second

contract, we delivered in May, the month delivery

was requested. On the third contract, we delivered

700 in the month requested and the balance during

the following forty-five days.

Deliveries on the three contracts were regulated

by the local Signal Corps office. All of the third

order could have been delivered on schedule, and

we would still have completed the first order by

the final delivery date. We, therefore, consider

delivery schedules were met.

We established our own source of supply on

the West Coast for the steatite parts and super-

vised their production.

We also obtained from the Signal Corps permis-

sion to substitute cold rolled steel for aluminum

in the case, thereby saving approximately 20,000

]jounds of this scarce material.

The relation of our A-58 production as to the

number of parts and amounts sub-contracted is

referred to in Graphs C and D.

FREQUENCY METER

This is one of the Navy's most complicated

precision electronic equipments. Several companies

have tried building this equipment unsuccessfully.

The Navy had only one source of supply, and they

were anxious to establish another to insure deliver-
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ies of this vital equipment and also to expand the

delivery schedule.

Accordingly, a Letter of Intent NXss-19076 was
awarded to us on December 5, 1942, for the build-

ing of frequency meters. This Letter of Intent, now
reduced to a fixed price contract, has been amended
increasing the amounts as follows:

Units Dollar Value

December 5, 1942 4104 $1,561,535.00

July 9, 1943 2363 498,750.00

September 30, 1943 725 1,504,330.00

November 12, 1943 1250 473,125.00

8975 $4,037,740.00

Average price, including spare parts—$461.44.

After being awarded the contract, we first secured

permission from Bendix Radio of Towson, Mary-

land, the other manufacturer of frequency meters

for the Navy, to send some of our key men to their

plant to study their production methods. These

engineers were given every cooperation by the

Bendix Radio Engineering Staff.

Next, we started tooling, building test equipment

and working out procedures. As an indication of

the work involved, there was approximately $100,-

000.00 of test equipment and tooling necessary

before we could start production. Much of this

equipment was built right in our own laboratories.

We completed the preliminary work and were in
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production approximately six months after starting

which was about half the time required on any sim-

ilar tooling operation.

This equipment, which consists of a basic C.F.I.

unit, has four adaptations.

The first, which is the C.F.I, alone, is primarily

for aircraft and is airborne.

The second is a basic C.F.I, plus a power supply.

The primary use is in air stations, bases and ship

and shore installations where 115 volt power supply

is available.

The third, the LM-16, which is a basic C.F.I.

placed in a water-tight carrying case, is for use on

ship board and advanced bases. The watertight

carrying case permits it to be floated ashore along

with other gear.

The fourth, the LM-17, is a C.F.I, unit with

metal carrying case containing batteries and spare

parts. This is used where there is no available

])ower supply such as advanced bases or outlying

posts.

For this operation, it was first necessary to build

up an engineering staff who was capable of hand-

ling this t)^e of work. Then it was necessary to

train foremen to handle the various assembly lines,

and last it was necessary to train all of the person-

nel to handle the manufacturing and testing. In

all, 167 employees were trained during the last

six months of 1943 for this job.



Commissioner of Internal Bevenue 387

Petitioner's Exhibit No. 2— (Continued)

The production requirements at the beginning of

our contract were as follows:

Production Requirements

Actual Production

Over or Under

Aug. Sept. Oct. Nov. Dec.

100 200 350 400 500

74 300 406 510 526

26* 100 56 110 26

* Figures in red.

From our production schedule as compared with

the production requirements, we exceeded deliver-

ies in every month of 1943 except the first month

of production.

This equipment must be built to very close toler-

ances. It is necessary to compute 4,000 calibrations

to .0001% accuracy for each unit at a temperature

range from —30 degrees to +68 degrees Centigrade.

It is necessary that we give every C.F.I, unit some

sixteen electrical tests before they are ready for

Navy acceptance.

Our Engineering Staff and production foremen

have developed many improvements on this equip-

ment, a partial list of which appears in our letter.

Some other improvements are:

1. The substitution of "Rincote" for engraving

on the front panel has saved time and cost.

2. Snubbing washers have been added to the

C.F.I, shockmount which prolongs the life of the

shockmount under violent vibration.

3. The cable routing in the power supply unit

has been improved to save time and cable losses.

4. Slots have been added for cable grommets
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in the power supply to save time and cable installa-

tion.

5. We have developed a short check for tempera-

ture runs which saves time and cost without

decreasing accuracy.

6. The number of different types of rivets in

the C.F.I, unit has been decreased to improve the

assembly time.

7. Deviation meters instead of dial divisions are

used for quick checks of stability, backlash, switches

and drift to save testing time.

8. We have changed from steel to brass plates

on the trimmers and correctors to improve salt

spray resistance.

9. The tube-clamp assembly has been changed to

improve stability.

10. The band switch collar has been changed to

enable use of bathtub condensers from alternate

manufacturers.

11. The wiring of the coil shelf has been changed

to improve the stability and temperature coefficient

and to decrease the chance of shorting.

12. A one-piece drum instead of two-piece is

used to save cost and time.

To begin with, the variable condenser used in the

C.F.I, was purchased complete from Rauland

Manufacturing Company in Chicago. They were

supplying the same item to Army contractors. As

our production increased, it became evident that

they could not meet our requirements. We, there-

fore, tooled up to build this variable and are now

jjroducing our entire supply.
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The company, on January 25, 1944, after having

some manufacturing experience, found that they

could amortize the required facilities over the pres-

ent contract and still reduce the dollar value of

Contract NXss-19076 from $4,037,744.00 to $3,381,-

417.00, or a price reduction of $656,327.50. A refund

of $125,900.00 was made in cash, and the price

reduced on the remaining units to be manufactured.

By time saving methods which have been devised,

we expect to be able to make a further refund

about August 1 at least equal to the amount of our

l)revious remittance.

The relation of our frequency meter production

as to the number of parts and amounts sub-con-

tracted is referred to in Graphs C and D.

ELECTRONIC RELAY
The electronic relay is an entirely new develop-

ment by E. J. Hall Electrical Laboratory and

Hoffman Radio Corporation. The entire unit was

developed before being presented to the Govern-

ment. The selling price per unit is $650.00. Sales

have been made to the following Services: The

Treasury Department for use by the Federal

Bureau of Investigation, The Office of Strategic

Service, the Federal Communication Commission

and the Navy Department (Development Contract).

The primary function of the electronic relay is

for the noise reducing or noise eliminating from

communication equipment. It treats umnodulated

signals as though they were stationary frequency
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modulation signals. In other words, it is as though

at the peak of frequency swing de-modulation

suddenly halted. At this point, a discriminator will

])roduce a constant d.c. output voltage.

This equipment may be incorporated for use

with code reception, pulse reception such as used

in radar, or for use as a controller circuit in

operating squelch circuits, carrier operated record-

ing devices and similar equipment.

The present models of the electronic relay have

been made in the form of adaptors, some to be

used in conjunction with the Navy superheterodyne

receivers as commonly used aboard ship and others

for use on aircraft.

This equipment has been successfully used aboard

ship where certain types of noise are encountered,

in tropical regions where static conditions exist,

and in the arctic where a type of noise is created

by the aurora. Also, it overcomes noise created

by precipitation static and snow static which are

of a different character than the ones above men-

tioned.

The principle of the electronic relay combines in

one unit a noise eliminator which meets the demands

of conditions from the arctic to the equator.

This equipment is still in the development stage,

and during the course of 1944 it is expected that

its use will have been found effective with most

types of communication equipment.

The relation of our electronic relay production

as to the number of parts and amounts sub-con-

tracted is referred to in Graphs C and D.
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1942 Order Summary

For Bendix Aviation, Ltd.

Job Order Order

No. No. Date Item Quantity Dollar Value

1 5703-R 2-10-42 Variable Condenser 16,400 $ 36,455.56

lA 7932-R 5- 7-42 Variable Condenser 15,225 44,761.50

2 7694-R 4-30-42 Antenna Kite 16,224 79,497.60

2A 8108-R 5-23-42 Antenna Kite 16,370 160,262.30

3 6497-R 3-28-42 Parts 6,865.79

For Aviation Radio Laboratory

6 Q55128 6-30-42 Interphone Amplifier 10 1,400.00

For Kingston Products Corporation

8 45091 9-15-42 Antenna Kite 2,000 19,500.00

9 45096 9-22-42 Tuning Condenser 14,700.00

For Philadelphia Signal Corps

10 12388-Ph-43 9-23-42 Phantom Antenna—A-62 237,726.50

12 13547-Ph-43 10-12-42 Phantom Antenna—A-58 192,980.38

For James Heddons Sons

11 5397 10-5-42 Kite Clusters 17,000 892.50

For Navy Department Bureau of Ships/Supplies

and Accounts

15 NXss-19076 12-5-42 Frequency Meters—LM 2,310 3,587,008.00
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Petitioner's Exhibit No. 5—(Continued)

EXHIBIT ^'A'^

LOAN AGREEMENT

1. The undersigned, Mission Bell Radio Mfg.

Co., Inc., (hereinafter called the "Borrower"),

has applied to California Bank, (hereinafter called

the "Bank"), for a revolving credit to be used by

the Borrower in whole or in part, repaid and used

again as herein provided up to May 31, 1944 which

is the final maturity date of all borrowings under

this credit, provided always that the aggregate

amount of loans hereunder outstanding at any one

time shall not exceed $400,000.00, and the Bank
has agreed to make such loans to the Borrower

subject to the terms and conditions herein con-

tained, each such borrowing to be in the amount

of $25,000.00 or multiples thereof (unless the Bank

shall otherwise agree), to be evidenced by a promis-

sory note payable to the order of the Bank in the

form customarily used by the Bank for similar

transactions payable 90 days after date thereof or

on May 31, 1944, whichever is earlier, and bearing

interest at 4% per annum payable at the end of

each calendar month.

2. To induce the Bank to make loans hereunder

the Borrower represents, warrants and agrees that

:

(a) The Borrower is and will continue to be a

duly organized and existing corporation and is duly

authorized to make and perform this Agreement

and is and will continue to be duly authorized to

execute and deliver the notes to be executed pur-
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suant hereto and the assignments, certificates and

other instruments herein provided for at the time

of each such delivery; and prior to the delivery of

the first note hereunder the Borrower will deliver

to the Bank, in form satisfactory to counsel for the

Bank, the opinion of counsel for the Borrower that

the Borrower is so organized and has such authority

and that the officers designated in said opinion have

authority to execute this Loan Agreement, said

notes, assignments, certificates or other instrvunents

herein provided for;

(b) Proceeds of the borrowings under this credit

shall first be used to pay all loans and advances

made to Borrower by the Bank prior to the execu-

tion of the Guarantee Agreement herein elsewhere

referred to and thereafter to pay labor, material,

and/or other costs or expenditures in performing

War Production Contracts, (including expenditures

for such equipment applicable to the contracts

which upon completion of said contracts is to

become the property of the United States Govern-

ment), and to pay the installments of principal and

interest, as they become due, on the obligation

incurred by Borrower for the purchase of its

plant

;

(c) The financial statement of the Borrower as

of April 30, 1943, heretofore furnished to the Bank,

is true, correct and complete, and there has been

no material adverse change in Borrower's financial

condition since that date and, except for the liabil-



Commissioner of Internal Revenue 401

Petitioner's Exhibit No. 5—(Continued)

Exhibit "A"— (Continued)

ity, if any, which may result from the renegotiation

of War Production Contracts, the Borrower has

no contingent liabilities not provided for or dis-

closed in said financial statement and there is no

litigation or govermnental or other proceeding or

matter presently pending or, to the knowledge of

the officers of the Borrower, threatening against

the Borrower.

3. The Bank is not obligated to make any loan

hereunder unless at the time the Borrower applies

for such loan:

(a) There shall have been no material adverse

change in the financial condition of the Borrower

from that stated herein;

(b) No litigation or governmental or other pro-

ceeding or matter (other than for the renegotia-

tion of War Production Contracts), which if

decided against the Borrower would substantially

adversely affect the Borrower shall have been insti-

tuted against the Borrower or, to the knowledge

of the Borrower, be threatened;

(c) Borrower shall have duly observed every

condition and performed every agreement on its

part herein set forth

;

(d) The unpaid principal amount of all loans

hereunder then outstanding, plus the loan applied

for, shall not exceed the sum of:

(i) 25% of the aggregate dollar amount of the

unfilled portion or portions of War Production

Contracts which have not been cancelled or ter-
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minated, less the total amount of the inventory and
materials referred to in (ii) below and the receiv-

ables referred to in (iii) below; plus

(ii) 70% of the cost of finished or unfinished

inventory or raw materials acquired or produced

ill connection with War Production Contracts which

have not been cancelled or terminated; plus

(iii) 90% of the receivables arising from deliver-

ies of finished products in connection with War
Production Contracts; plus

(iv) 50% of the reimbursable cost of finished or

unfinished inventory or raw material acquired or

produced in connection with War Production Con-

tracts which have been cancelled or terminated

—

the War Production Contracts referred to in the

fore.^oing sub-sections (i) to (iv) inclusive being

contracts the proceeds of which are assigned to

the Bank as herein provided and the term ''War

Production Contracts" being defined as hereinafter

stated in this Agreement;

(e) The Borrower shall furnish to the Bank a

certificate dated as of the date of such application

certifying as to the continued existence of the

conditions set forth in the foregoing sub-paragraphs

(a) to (d), both inclusive;

(f) There shall have been no change in the

management of the Borrower which the Bank con-

siders materially adverse to its interests;

(g) A Guarantee Agreement covering the loans

hereunder, pursuant to Regulation V and Executive
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Order No. 9112, shall then be in full force and

effect, and there shall be no controversy under said

Guarantee Agreement or any of the War Produc-

tion Contracts referred to herein or therein, and the

Guarantor shall be obligated by the Guarantee

Agreement to purchase the "guaranteed percent-

age" of any and all of the Bank's loans hereunder

as defined in the Guarantee Agreement and the

Guarantor shall not have denied in writing that

it is so obligated to make such purchase;

(h) A Guarantee Agreement or Agreements cov-

ering the loans hereunder executed by H. L. Hoff-

man, Walter D. Douglas II and G. Clifford Davidge

or such of them as may be required by the Bank

and Guarantor in connection with the guarantee

referred to in sub-paragraph (g) of this paragraph

(each of said Guarantors being severally liable

thereon) in such form and for such amounts as

may be satisfactory to the Bank and said Guar-

antor, shall then be in full force and effect.

4. All loans made hereunder shall be secured

by assignment of proceeds of War Production

Contracts which are now in full force and effect

and are described in the attached Exhibit "A",

including the proceeds of all amendments, addi-

tions and supplements thereto. The Borrower agrees

that said War Production Contracts will not be

amended, consolidated or rewritten, except upon

request of the Government and in the event of

such request the Borrower will notify the Bank of
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any changes in said War Production Contracts

and if requested by the Bank the Borrower will

provide the Bank with further or additional assign-

ments to fully cover all such amendments, addi-

tions, consolidations or rewrites. The Borrower fur-

ther agrees, upon request of the Bank, to assign

to the Bank, in form and mamier satisfactory to

the Bank, all sums and amounts due and/or to

become due under all War Production Contracts

heretofore or hereafter entered into by Borrower

and not described in attached Exhibit ''A". For

the purposes of this Loan Agreement the term

"War Production Contract" shall be defined in

the same manner as that term is defined in the

Guarantee Agreement referred to in subsection (g)

of paragraph numbered 3 hereof.

5. All moneys received by the Bank by virtue

of any assignments executed and delivered pur-

suant to this Agreement shall, at the Bank's option

either be applied directly toward the payment of

any of Borrower's indebtedness to the Bank which

is secured by such assignments or be deposited by

California Bank in a special non-interest bearing

accovmt at said Bank in the name of the Bank

as Assignee of the Borrower, which account shall

be subject to the sole control of the Bank and such

account and all moneys placed therein shall at

all times be construed to be and the same are

assigned to the Bank as security for all loans here-

under, including interest and any other amounts
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becoming due to the Bank from the Borrower.

If such moneys shall be so deposited they shall be

held until the balance in said account shall equal

at least $25,000.00, at which time $25,000.00 of such

balance or such greater amount, if any, as the

Bank elects, shall be applied on any of such indebt-

edness; provided, however, that the Bank may at

any time in its discretion apply on said indebted-

ness any lesser amount then in said account. As
long as said Guarantee Agreement remains in effect,

any such application shall be subject to the pro-

visions thereof. If, notwithstanding any such assign-

ment or assignments, any moneys, checks, drafts or

orders for the payment of money shall be received

by the Borrower direct from the other contracting

party to any War Production Contract, the pro-

ceeds of which are assigned to the Bank as stated

in this Agreement, such moneys, checks, drafts or

orders for the payment of money shall be received

by the Borrower in trust and shall not be inter-

mingled with the general funds of Borrower and

shall be immediately paid or delivered to the Bank

for application in the aforesaid manner.

6. While any of the revolving credit granted to

the Borrower under this Agreement is in use or

available to it and so long as any of the notes

evidencing loans under this Agreement are unpaid

the Borrower agrees that:

(a) Without the prior written consent of the

Bank and the prior written consent of the Federal
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Reserve Bank of San Francisco, as Fiscal Agent

of the United States acting on behalf of the Guar-

antor named in the Guarantee Agreement herein

referred to, the Borrower will not

(i) Create or incur any indebtedness other than

for normal operating requirements of its business,

or l^orrow funds other than from the Bank under

the credit provided for in this Agreement, or

request, or take or accept advances, or advance

payments, or loans on any of its War Production

Contracts

;

(ii) Further mortgage, pledge, hypothecate or

otherwise enciunber any of its assets except to the

Bank

;

(iii) Make any expenditures for land, buildings,

machinery, equipment and/or other fixed assets

except expenditures for such equipment applicable

to the contracts which upon completion of said con-

tracts is to become property of the United States

Government

;

(iv) Declare or pay any cash dividends upon its

capital stock or acquire any of its outstanding stock

or otherwise make any change in its capital struc-

ture, or merge or consolidate with or into any other

corporation, or convey, sell, lease or transfer assets

the ownership of which is necessary to the con-

tinuance of its business;

(v) Assume any liability by way of guarantee,

endorsement or otherwise, on obligations of others;
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(vi) Make any loans to, or for, its officers, direc-

tors or stockholders;

(vii) Make, directly or indirectly, any invest-

ment of any kind in, or advance of any kind to,

any other business organization whether conducted

by an individual, partnership, corporation or asso-

ciation
;

(viii) Permit Borrower's officers and/or direc-

tors to withdraw more than the aggregate siun of

$1,500.00 cash per calendar month as salaries, or

to make any cash pajnnents to Borrower's officers

or directors as fees, bonuses or otherwise except

2)ursuant to agreements which were already in

effect on January 1, 1943;

(ix) Permit its net working capital, as calculated

by good accounting practice, to be reduced below

$30,000.00 and in such calculation of net working

capital the tax reserves hereinafter provided for

shall be treated as current liabilities;

(x) Enter into any new contract involving more

than $50,000.00 as the total contract price except

when requested or required by the United States

Government

;

(b) At the end of each monthly period the Bor-

rower will provide reserves for State and Federal

income, surtax and excess profits taxes applicable

against earnings accrued to date to the best of its

knowledge and in accordance with accepted account-

ing principles

;
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(c) The Borrower will maintain insurance cover

as satisfactory to the Bank at all times;

(d) The Borrower will duly pay and discharge

all taxes, assessments and governmental charges

levied upon or against it, including (but not by

way of limitation) Federal income and excess

profits taxes and all real and personal property

taxes when and as such taxes shall become due

and payable, unless and to the extent only that

such taxes shall be contested in good faith by the

Borrower

;

(e) Any indebtedness of the Borrower in favor

of stockholders, officers and/or directors of the

Borrower shall be subordinated to all loans made

hereunder

;

(f) Within sixty (60) days after the end of

each month, or as often as the Bank may reason-

ably request, the Borrower will provide the Bank

with a monthly report of its affairs in duplicate,

including balance sheet, profit and loss statements

for the month and for the year to date, together

with the usual supporting schedules, and complete

information concerning all cancelled War Produc-

tion Contracts, if any, and Borrower will also

furnish to the Bank, if the Bank so requests,

copies of an annual audit of the accounts of the

Borrower as prepared by an independent account-

ant satisfactory to the Bank, including the certifi-

cate and accompanying comrpent of such account-

ant. The Borrower will permit the Bank or its
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authorized representatives at any reasonable times

to examine the books and records of the Borrower

and to take memoranda and extracts therefrom;

(g) To the extent that the furnishing thereof

shall not violate any Federal law or regulation,

the Borrower will notify the Bank of any breach,

termination, violation or cancellation of or mate-

rial adverse change in any War Production Contract

to which the Borrower is a party. Any such notice

shall be delivered to the Bank within ten (10) days

after the occurrence of the event to which such

notice relates. The Borrower will promptly give the

Bank notice of any litigation, or governmental or

other proceeding or matter in which the Borrower

is involved;

(h) The Borrower will at all times conduct its

business in an efficient and businesslike manner

and will preserve and maintain all buildings and

equipment (except as may no longer be necessary

or desirable in the conduct of its business), in

thorough repair, working order and condition, and

from time to time will make all needful and proper

repairs, renewals, replacements, additions and bet-

terments
;

(i) Borrower will punctually pay all principal

and interest as the same falls due on all notes

executed pursuant to the terms of this Agreement;

provided, however, that the Borrower shall have

ten days within which to pay any note which shall
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become immediately due and payable because of

the termination of suspension of maturity in

accordance with the provisions of sub-paragraph

(c) of Section 6 of said Guarantee Agreement;

(;j) Should the Guarantor named in the Guar-

antee Agreement hereinbefore referred to request

the modification of this Loan Agreement in any

respect, then the Borrower will upon request of

the Bank give its written consent to such modifica-

tion
;

(k) The Borrower agrees that in the event it

obtains a suspension of maturity pursuant to Sec-

tion 6 of the Guarantee Agreement in respect of

a portion of the indebtedness evidenced by any

Note in favor of the Bank, it will, upon request of

the Bank, execute two Notes in exchange for such

Note, one of which new Notes will evidence the

suspended portion of the Note so exchanged and

the other the unsuspended portion of the Note

so exchanged. Each such new Note shall bear the

same date as, and the same specified maturity as,

the Note so exchanged.

7. In the event of the breach by the Borrower

of any agreement herein or hereafter made or if

any statement or representation furnished in con-

nection herewith or pursuant hereto shall be or

shall become untrue; or in the event of the can-

cellation of any of the Borrower's War Production

Contracts for any reason other than the conveni-

ence of the United States Government; or if there
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shall be any change in the financial condition of

the Borrower which the Bank considers materially

adverse; or in the event the Guarantee Agreement

to the Bank shall at any time not be in full force

and effect or the Guarantor thereunder shall fail

to refuse to comply with all of its obligations

thereunder; or in the event that the Borrower shall

connnence or become a party to any proceedings

under the United States Bankruptcy Laws in which

it is alleged that the Borrower is bankrupt or in

which the benefit of the provisions of any bank-

ruptcy statute are claimed by or for the Borrower;

or in the event of the insolvency of the Borrower

or of the appointment of a Receiver for the Bor-

rower's assets or business or of the voluntary dis-

solution of the Borrower; or if there shall be a

seizure or other appropriation by the United States,

or any of its agencies, of any of the property of

the Borrower, if such seizure or appropriation shall

adversely affect the operations of the Borrower;

then in either or any of such events the Bank may,

at its option and without presentment, demand, pro-

test or notice of any kind, all of which are hereby

expressly w^aived, declare all indebtedness of the

Borrower to the Bank immediately due and payable,

anything to the contrary contained herein or in

any note or in the Guarantee Agreement or in any

other documents notwithstanding, subject, however,

to the consent of the Guarantor if and as such
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consent shall be required under the Guarantee

Agreement.

8. No delay on the part of the Bank in the

exercise of any power or right shall operate as a

waiver thereof, nor shall any single or partial

exercise of any power or right preclude other or

further exercise thereof, or the exercise of any

other power or right, and nothing in this Agree-

ment shall obligate the Bank to take action in

event of default.

9. All money and property of the Borrower at

any time in the possession or control of the Bank
shall be subject to set-off, and are hereby pledged

to the Bank as security for all liabilities of the

Borrower to the Bank whether or not and however

such liabilities may be secured.

10. The right to plead any and all statutes of

limitations as a defense to any demand or action

or proceeding to recover upon any note executed

to this Loan Agreement is hereby waived.

11. The proceeds of each loan made hereunder

shall, at the option of the Bank, be credited to the

Borrower's account in the California Bank and

such crediting shall be construed as delivery of

such proceeds to the Borrower.

12. This Agreement and the notes hereunder

shall be governed by the laws of the State of

California.
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13. The benefits of this Agreement shall extend

and be available to each holder of the notes here-

under.

Dated at Los Angeles, California, as of July

10, 1943.

MISSION BELL RADIO MFG.
CO., INC.,

By /s/ H. L. HOFFMAN,
By /s/ R. A. YARCHO,

CALIFORNIA BANK,
By /s/ (Illegible.)

EXHIBIT '^A"

SCHEDULE OF ASSIGNED CONTRACTS

Date, 9/22/42; Contract No., W-2124-sc-6519

;

Department: Army; Description: Phantom An-

tenna; Original Amount: $333,549.60. Contracting

Officer—First Lieut. Allan Hill.

Date: 12/5/42; Contract No.: NXss-19076; De-

partment: Navy; Description: Frequency Measur-

ing Radio Equipment; Original Amount: $1,540,-

000.00 (Estimated). (Letter of Intent.) Contracting

Officer: C. C. Jaquette, (Purchasing Officer.) Price

to be negotiated.
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Treasury Department

Internal Revenue Service

Los Angeles 13, Calif.

August 30, 1943

Salary Stabilization Unit

Suite 770, Subway Terminal Bldg.

ENH

Mission Bell Radio Mfg. Co., Inc.

3430 South Hill Street

Los Angeles, California

Attention: Mr. R. A. Yarcho, Secretary

Sirs:

Reference is made to your letter dated August

9, 1943, requesting approval of salary rate ranges

for eight positions in your company.

Based on the information furnished approval

is hereby given to the following salary rate ranges

for the positions indicated:

Monthly Rate

Purchasing Agent S250 S400

Outside Production Supervisor 250 450

Expeditor 250 400

Section Engineer 350 500

Senior Engineer 275 350

Junior Engineer 225 275

Draftsman (Engineer) 225 300

Sales Engineer 400 500

It is understood that increases made under the

authority of the approval of this salary rate

schedule shall not be used as a basis for other wage

or salary adjustments, or to increase the level of
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production costs appreciably or furnish the basis

either to increase prices or to resist otherwise

justifiable reductions in prices.

Increases in the basis compensation of employees

in any of the foregoing groups are restricted to

your established practice as to frequency, and no

individual is to receive a merit increase in a twelve

month i3eriod in excess of 15% of his salary on the

year's beginning date. It is not contemplated that:

approval of these ranges is an authorization to

make blanket increases contrary to your established

practice or to increase the weighted average salary

paid to each job classification in excess of 3%.

This ruling is based upon the information con-

tained in your letter referred to above. If the

information is subsequently found to be incorrect,

this ruling shall have no force or effect.

By direction of the Commissioner:

/s/ ,

Head, Los Angeles Office,

rng.
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National War Labor Board

Tenth Region

1355 Market Street

San Francisco, California

Date of Board Action, March 20, 1943

In the Matter of: Mission Bell Radio Manufactur-

ing Company, Incorporated: Case No. 10-529

(Los Angeles, California)

AUTHORIZATION

'I'he Regional War Labor Board for the Tenth

Region, acting as the duly authorized agent of

the National War Labor Board and pursuant to

the powers vested in said Board by Executive

Order 9017 of January 12, 1942 and 9250 of

October 3, 1942, hereby unanimously approves with

modifications the requested wage adjustments filed

December 22, 1942 by Mission Bell Radio Manu-

facturing Company, Incorporated, effective as of

March 20, 1943 with the following modifications:

Classification Approved Rate

Material Control

Storekeeper $1.00

Shipping Clerk 1.00

Receiving Clerk 1.00

Purchasing Clerk 73

Engineering

Junior Engineers $1.00

Receivinglnspector .80 to $1.00
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Classification Approved Rate

Office

Bookkeeper $ .84

Accountant 1.11

Timekeeper 85

Stenographer 73

Secretary 84

Switchboard Operator .73

Factory—General

First Week S .60

2nd to 11th Week, Inclusive 65

12th to 23rd Week, Inclusive .70

24th Week and up .75

Specialized Labor S .05 to S. 25 over

Basic Rate

Punch Press & Machine Operator 05 over basic

Line Inspectors 05 over basic

Condenser Adjuster 10 over basic

Power Solderer 10 over basic

Line Mechanics 25 over basic

Radio Assemblers 10 over basic

Group Leaders S .10 over basic

Maintenance Engineers 1.00 to $1.20

Head Carpenter 1.20

Carpenter 90

Carpenter's Helper 75

Mechanic 90 to $1.35

Tool Maker 1.40 to 1.50*

Personnel Manager $225 to $275.00 per mo.

* Not more than 10% of total number of employees in this

classification may be paid at rates over $1.45.

TENTH REGIONAL WAR LABOR BOARD

V By
*

""

'

Chairman.
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Treasury Department

Internal Revenue Service

Los Angeles 13, Calif.

Salary Stabilization Unit

Suite 770, Subway Terminal Bldg.

ENH.

August 30, 1943

Mission Bell Radio Mfg. Co., Inc.

3430 South Hill Street

Los Angeles, California

Attention: Mr. R. A. Yarcho, Secretary.

Sir:

Reference is made to your letter dated August

9, 1943, requesting approval to pay additional com-

pensation to your employees due to an extension

of the work week from 44 to 48 hours.

Based on the information furnished, approval is

hereby given for payment of additional compensa-

tion per month to employees in the following salary

classitications, so long as they are required to work

48 hours per week, and represents payment for

work performed on the sixth consecutive day in

any work week:

Up to $199—per month. Time and one-half.

Over $200, but not over $249 per month, 80%
of time and one-half.

Over $250, but not over $299 per month, 60%
of time and one-half.
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Over $300, but not over $324 per month, 40%
of time and one-half.

Over $325, but not over $349 per month, 20%
of time and one-half.

The number of dollars of increase granted is

understood to include all payments to which the

employee is entitled under any Federal or State

law, or Executive order.

It is understood that the adjustments hereby

approved shall not be used as a basis for other

wage or salary adjustments or to increase the level

of production costs appreciably or furnish the

basis either to increase prices or to resist other-

wise justifiable reductions in prices.

This ruling is based upon the information con-

tained in your letter referred to above. If the

information is subsequently found to be incorrect,

this ruling shall have no force or effect.

By direction of the Commissioner:

/s/ ,

Head, Los Angeles Office

rng.

CERTIFIED COPY OF RESOLUTION

"Whereas, it is deemed to be to the best interests

of this corporation that its articles of incorporation

be amended to adopt a new name.

''Now, Therefore, Be It Resolved that the articles

of incorporation of this corporation, Mission Bell
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Radio Mfg. Co., Inc., a California corporation, be

and they hereby are amended so that Article One
thereof, which now reads: 'The name of this cor-

poration is Mission Bell Radio Mfg. Co., Inc.'

shall read as follows: 'The name of this corpora-

tion is Hoffman Radio Corporation.'

"Resolved Further that the foregoing amend-

ment is advisable and that the president or vice-

president and the secretary or an assistant secre-

tary of this corporation be and they hereby are

authorized, empowered and directed to procure the

approval of this resolution by the vote or written

consent of the shareholders of this corporation

holding at least a majority of the voting power,

regardless of limitations or restrictions on the

voting power thereof, and thereafter to execute

and verify by their oath and to file a certificate in

the form and manner required by Section 362-B

of the California Civil Code, and in general to do

any and all things necessary to effect such amend-

ment in accordance with all provisions of law

applicable thereto."

The undersigned, R. A. Yarcho, hereby certifies

that he is now and at all the times herein men-

tioned was the duly appointed and acting secretary

of Mission Bell Radio Mfg. Co., Inc.; that the

foregoing is a full, true and correct copy of a

resolution of the board of directors of Mission Bell

Radio Mfg. Co., Inc., adopted at a special meeting

of the directors thereof held on November 3, 1943;
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that said resohition is now in full force and effect

and has not been modified, repealed, supplemented

or amended.

The undersigned hereby further certifies that the

corporate name of Mission Bell Radio Mfg. Co.,

Inc., was changed to Hoffman Radio Corporation

by amendment to the articles of incorporation of

Mission Bell Radio Mfg. Co., Inc., filed in the

office of the Secretary of State of the State of

California on November 12, 1943. A certified copy

of said certificate of amendment of articles of

incorporation was filed in the office of the County

Clerk of Los Angeles County, California, Novem-

ber 15, 1943.

In Witness Whereof, the undersigned has exe-

cuted this certification and hereunto affixed the cor-

porate seal of Hoffman Radio Corporation this

14th day of March, 1944.

(Seal) /s/ R. A. YARCHO,

Secretary of Hoffman Radio Corporation, formerly

Mission Bell Radio Mfg. Co., Inc.

HOFFMAN RADIO CORPORATION

Item 28. Amortization of Emergency Facilities:

Building under C. of N $ 5,500.02

Special Construction and Equipment spread over Con-

tract to become property of Navy on Contract com-

pletion 34,446.00

$39,946.02



Commissioner of Internal Revenue 431

Respondent's Exhibit B— (Continued)

Item 29. Other Deductions:

Real Estate Expense $ 133.91

R. C. A. License charge off 760.92

Officers Travel—War Orders 5,293.18

Property Maintenance, Repair and Upkeep 4,529.29

Postage, Stationery and Supplies 6,201.73

Dues and Subscriptions 1,046.46

Telephone and Telegraph 7,823.48

Legal Fees 3,500.53

General Administration Expense 2,253.05

Advertising 6,872,38

Insurance Expense 1,242.00

Contributions 1,506.79

Employees Trust Fund 10,507.53

$51,671.25

Schedule A. Other Costs:

Freight in $ 9,524.70

Production Supplies for Eleven Contracts 22,256.23

Special Production Materials 4,115.46

Emergency Expense 9,779.39

Employee Relationship Expense 7,413.70

Factory and Janitor Supplies 6,184.80

Heat, Light and Power 3,134.17

Rent 6,622.84

Insurance Expense 5,342.03

Repair, Upkeep and Maintenance 7,091.80

Small Tools 2,720.35

Truck and Auto Expense 2,908.47

Amortization of Dies and Jigs 11,952.09

Remodeling Expense 27.88

Less Miscellaneous Receipts 3,103.37

$95,970.54

Any decrease in the excess profits tax under

Chajoter 2-E will result in a reduction in the

amount of the post-war credit computed under

Sections 780 and 781 of the Internal Revenue Code.

In accordance with the provisions of Section 781
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(b) of the Internal Revenue Code, any post-war

refund bonds previously issued for the year in-

volved are to be made available, where necessary,

in order to effect the reduction. After receiving

notification of the conclusion of the renegotiation

settlement the Commissioner of Internal Revenue

will request the taxpayer to return the bonds. If

refund bonds are not made available for the pur-

pose of the required reduction, the amount of such

reduction shall be paid by the taxpayer to the

United States.

Please furnish this office, in duplicate, as soon

as the renegotiation settlement is finally concluded,

the amount of the offsetting tax credit allowed in

the settlement.

Very truly yours,

/s/ GEORGE D. MARTIN,
Internal Revenue Agent in Charge.

BISrvs CO this letter enclosed to taxpayer.
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(Return)

417 South Hill Street

October 23, 1944

LA:FA:EIS

In re: Hoffman Radio Corporation, 3430 South

r Hill Street, Los Angeles, California. Year

ended December 31, 1943.

Army Service Forces

Signal Corps Analysis Agency

169 11th Street

San Francisco 3, California

Gentlemen

:

Reference is made to the renegotiation of war

contracts in the above designated case, involving

an offsetting tax credit, as provided in section

3806(b) of the Internal Revenue Code, against the

amount of the excessive profits to be eliminated to

the extent by which the taxes for the taxable year

are to be decreased by reason of the application

of the provisions of paragraph 1 of subsection (a)

of section 3806.

On the basis of the retained copies of returns

presented by the taxpayer for the above-mentioned

taxable year, and upon the understanding that

profits in the amount of $51,192.00, which have

been determined to be excessive were included in

income in the returns, and amounts by which the

taxes for the taxable year covered by such returns

are decreased by reason of the application of para-
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graph (1) of subsection (a), for the purposes of

section 3806(b)(1) of the Internal Revenue Code,

are as follows:

Income tax and surtax, Chapter 1, None; surtax.

Chapter 2A, None ; declared value excess profits tax.

Chapter 2B, $782.57 ; tax under Chapter 20, None

;

excess profits tax. Chapter 2E, $43,448.84; aggre-

gating $44,231.41. Provided, it be further under-

stood that the computation of the foregoing amounts

has been based upon the assessments made to date

of such taxes, whether or not paid.

War Department

Headquarters, Army Service Forces

Office of the Chief Signal Officer

Washington, D. C.

SPSFD 18 December, 1944

[Stamp] : Received Dec. 26, 1944. Internal Reve-

nue Agent in Charge, Los Angeles Division.

Internal Revenue Agent in Charge,

Internal Revenue Service,

417 South Hill Street,

Los Angeles 13, Calif.

Re: Hofiiman Radio Corporation, 3430 South Hill

Street, Los Angeles, California.

Dear Sir:

This is to advise that a tax credit allowance of

$44,231.41 as set forth in your letter of 23 October,

1944, file LA:FA:EIS, has been applied as a
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credit against the payment under the terms of

Renegotiation Agreement W-49-073-sc-PAS-151

with the above company for the taxable year ended

31 December, 1943.

Very truly yours,

/s/ M. F. SAIKLEY,
Major, Signal Corps,

Fiscal Division.

(Return.)

LA:FA:EIS

417 South Hill Street

January 15, 1945

In re : Hoffman Radio Corporation, 3430 South Hill

Street, Los Angeles, California. Year: 1943.

Commissioner of Internal Revenue,

Washington 25, D. C.

Attention: IT :C1:CC.

In accordance with instructions contained in

paragraph 8 of Com. Mim. R. A. No. 1294, dated

July 5, 1943, this letter is forwarded. There is

impressed hereon the appropriate stamp disclosing

the amount of offsetting credit under Section 3806

(b) of the Code allowed the taxpayer in contract

renegotiation settlement covering the year 1943.

The stamp has been accomplished also in accord-

ance with instructions contained in paragraph 8

of the mimeograph, and has, as required by the
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mimeograph, been impressed upon the necessary

returns of the taxpayer.

/s/ GEORGE D. MARTIN,
Internal Revenue Agent in Charge.

EIS :vs

[Stamp] : Int. Rev. Agt. in Charge of Los Angeles

Division, Credit Sec. 3806(b), I.R.C., $44,231.41.

Tax Year, 1943. Chap. 2B, $782.57. Chap. 2E, $43,-

448.84. Notification date: 12/18/44.

Treasury Department

Office of Commissioner of Internal Revenue

Washington

IT:C1:CC

NOTICE OF ALLOWANCE OF TENTATIVE
AMORTIZATION ADJUSTMENT

[Stamp] : Revenue Agent in Charge, Los Angeles

Division. Received Apr. 1, 1946.

Allowed: $4,915.54.

Year: 1943. (Conf.)

Schedule No.: AM 11.

Hoffman Radio Corporation

3430 South Hill Street

Los Angeles 7, California

Gentlemen

:

Overassessment : Excess Profits Tax $5,416.71

Less: Post-war Credit Reduction... 546.17

Your application for Tentative Adjustment with

Respect to Amortization Deduction, under section
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124 of the Internal Revenue Code, as amended by

section 7 of the Tax Adjustment Act of 1945, has

been allowed in the amount and for the year stated

above. Such amount has been abated, credited, or

refunded in accordance with the status of your tax

accounts for the year(s) involved, as indicated

below.

This allowance is a tentative adjustment and

subject to change upon final audit and determina-

tion of the tax liability for the year involved.

To the extent your application is not allowed for

the year indicated above, it is disallowed, and this

is the notice of disallowance.

A check for the amount refundable, together with

allowable interest, is transmitted herewith. The

interest must be included in your income tax return

for the year or period in which received.

By direction of the Commissioner:

Very truly yours.

Deputy Commissioner.

Abated: $ Credited: $4,915.54, to tax year

1944. Credited: $ to tax year. Refunded: $

Interest: $327.70. Form 7781. Nov. 7, 1945.
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CERTIFICATE

I hereby certify that this Application for Tenta-

tive Adjustment With Respect to Amortization

Deduction, Form 1140, was prepared by me on

behalf of the taxpayer and that the facts stated

therein are true and correct to the best of my
knowledge and belief.

/s/ M. HAYES HALLOCK,

With: Claude I. Parker Partnership, 808 Bank of

America Building, Los Angeles 14, California.
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HOFFMAN RADIO CORPORATION

APPLICATION FOR TENTATIVE ADJUSTMENT WITH
RESPECT TO AMORTIZATION DEDUCTION

Emergency Facilities Certified in Certificate No. ND-N-6239:

Cost per Certificate of Necessity:

Land—3751 South Hill Street

Los Angeles $14,000.00

Building—3751 South Hill Street,

Los Angeles 37,000.00

Power Equipment—3751 South Hill

Street, Los Angeles 4,000.00

$55,000.00

Actual Cost of above Facilities acquired 6/18/43 $55,472,231

55,912.08?*

The above difference is accrued taxes, escrow charges, etc.

Amortization Period as Commuted:

Date Amortization began—7-1-43

Date Amortization ended—9-30-43

Number of Months in Commuted Period:

Year 1943—7/1/43 - 12/31/43 6 Months

Year 1944^1/1/44 - 12/31/44 12 Months

Year 1945—1/1/45 - 9/30/45 9 Months

Total 27 Months

Monthly Amortization of Cost under Commuted Period:

$55,472.23-^27= $ 2,054.527 2,070.817*

Recomputed Amortization Deduction

:

Taxable year 1943 $12,327.16 12,424.91*

Taxable year 1944 24,654.32 24,849.81*

Taxable year 1945 18,490.75 18,637.36*

$55,472.23

55,912.08*

t Figures 472.23 circled in pencil.

* Figures in pencil.
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HOFFMAN RADIO CORP.

APPLICATION FOR TENTATIVE ADJUSTMENT WITH RESPECT
TO AMORTIZATION DEDUCTION ADJUSTMENTS UNDER

SECTION 124(d) (5)

YEAR 1943

INCOME TAX 1943

31 Net Income Item 31—Form 1120 $211,857.16

Renegotiation Adjustment 11/15/44 ( 51,192.00)

Amortization Deduction—Recomputed ....S 12,327.16

Amortization Deduction—Return 5,500.02 ( 6,827.14)

31 Net Income for Declared Value E. P. Tax—revised $153,838.02

Declared Value $2,000,000.00

10% Declared Value $200,000.00

Credit for Dividends Received

Subject to Tax

Declared Value Excess Profits Tax None

Tax Assessed and Paid—Return $782.57

Credit Under Sec. 3806 782.57 None

Adjustment Under Sec. 124(d)(5) None

31 Net Income as Revised above $153,838.02

32 Interest on Obligations of U. S

34 Declared Value Excess Profits Tax

35 Net Income $153,838.02

36 Interest on U. S. Obligations

37 Adjusted Net Income $153,838.02

38 Income subject to Excess Profits Tax $141,907.28

39 Dividends Received Credit 141,907.28

40 Normal Tax Net Income $ 11,930.74
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INCOME TAX—1943— (Continued)

NORMAL TAX
S5,000.00 at 15% $ 750.00

6,930.74 at 17% 1,178.23 $ 1,928.23

Net Income—Item 35—Revised $153,838.02

Income subject to Excess Profits Tax $141,907.28

Dividends Received Credit 141,907.28

Surtax Net Income $ 11,930.74

SURTAX at 10% $ 1,193.07

Normal Tax $ 1,928.23

Surtax 1,193.07 $ 3,121.30

42 Credit for Foreign Taxes.

43 Balance of Income Tax $ 3,121.30

Income tax due as above $ 3,121.30

Taxes previously assessed and paid

Income tax per return

Credit under Sec. 3806

Adjustment under Sec. 124(d)(5) $ 3,121.30

EXCESS PROFITS TAX—1943

1 Excess Profits Net Income—Form 1121 $211,074.59

Renegotiation Adjustment ( 51,192.00)

Amortization Deduction—Recomputed .—$ 12,327.16

Amortization Deduction—Return 5,500.02 ( 6,827.14)

Adjustment declared value excess profits tax 782.57

1 Excess Profits Net Income—Revised $153,838.02

2 Specific Exemption $ 5,000.00

3 Excess Profits Credit 4,576.37

5 Unused Excess Profits Credit (Return).... 2,354.37 11,930.74

8 Adjusted Excess Profits Net Income $141,907.28
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EXCESS PROFITS TAX—1943— (Continued)

9 Tax at 90% $127,716.55

10 Net Income (Item 35 Form 1120) Revised $153,838.02

11 Dividends Received Credit

12 Surtax Net Income without Sec. 26(e) Credit $153,838.02

13 80% Item 12 $123,070.42

14 Income Tax under Chapter 1 3,121.30

15 Excess of 13 over 14 $119,949.12

16 Item 9 or 15 whichever is lesser $119,949.12

17 Amount Deferred under Sec. 710(a)(5)

18 Excess Profits Tax $119,949.12

19 Credit for Foreign Taxes

20 $119,949.12

21 Credit for Debt Retirement

22 $119,949.12

23 Amount due to Application of Sec. 734

24 Excess Profits Tax Due $119,949.12

Excess Profits Tax Due as above $119,949.12

Less Post War Refund 11,994.91 $107,954.21

Excess Profits Tax per Return $168,859.67

Credit under Sec. 3806 43,448.84

Excess Profits Tax Assessed and Paid $125,410.83

Post War Refund—Bonds Received 12,541.08 112,869.75

Adjustment under Sec. 124(d)(5) $ 4,915.54
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HOFFMAN RADIO CORPORATION

ADJUSTMENTS UNDER SEC. 124(d)(5)

YEAR 1944

INCOME TAX—1944

31 Net Income Item 31—Form 1120 $487,632.9<

Amortization Deduction—Recomputed $ 24,654.32

Amortization Deduction—Return 11,094.48 13,559.8<

31 Net Income for Declared Value Excess Profits Tax $474,073.1(

Declared Value $6,000,000.00

10% Declared Value $600,000.00

Credit for Dividends Received 600,000.0(1

Subject to Tax None

Declared Value Excess Profits Tax None

Tax Assessed—Return None

Adjustment under Sec. 124(d)(5) None

31 Net Income Revised as above $474,073.1(

32 Interest on U. S. Obligations

33 Long Term Capital Gains

34 $474,073.1C

35 Declared Value Excess Profits Tax

36 Net Income $474,073.1C

37 Interest on U. S. Obligations

38 Adjusted Net Income $474,073.10

39 Adjusted Excess Profits Net Form 1121 $453,696.73

40 Credit for Dividends Received 453,696.73

41 Normal Tax Net Income $ 20,376.37
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:NC0ME TAX—1944— (Continued)

NORMAL TAX

$ 5,000.00 at 15% S 750.00

15,000.00 at 17% 2,550.00

376.37 at 19% 71.51 $ 3,371.51

Net Income Item 36 $474,073.10

Adjusted Excess Profits Net $453,696.73

Credit for Dividends Received 453,696.73

Surtax Net Income $ 20,376.37

Surtax at 10% $ 2,037.64

12 Normal Tax $ 3,371.51

Surtax 2,037.64 5,409.15

13 Credit for Foreign Taxes.

14 Balance of Income Tax $ 5,409.15

Income Tax due as above $ 5,409.15

Taxes previously assessed Return 5,401.62

Adjustment under Sec. 124(d)(5) $ 7.53

fcXCESS PROFITS TAX—1944

|1 Excess Profits Net Income—Form 1121 $487,632.94

Amortization Deduction—Recomputed $ 24,654.32

Amortization Deduction—Return 11,094.48 13,559.84

1 Excess Profits Net Income—Revised $474,073.10

2 Specific Exemption $ 10,000.00

3 Excess Profits Credit 10,367.37

5 Unused Excess Profits Credit 20,376.37

8 Adjusted Excess Profits Net $453,696.73



446 Hoffman Radio Corporation vs.

Respondent's Exhibit B—(Continued)

EXCESS PROFITS TAX~1944^( Continued)

9 Tax at 95% $431,011.89

10 Net Income—Item 36—Form 1120 $474,073.1C

11 Dividends Received Credit

12 Surtax Net without Credit under Sec. 26(e) $474,073.1C

13 80% Item 12 $379,258.48

14 Income Tax under Chapter 1 5,409.15

15 Excess of 13 over 14 $373,849.33

16 Item 9 or 15 whichever is lesser 373,849.33]

17 Amount deferred under Sec. 710(a)(5)

18 Excess Profits Tax $373,849.3^

19 Credit for Foreign Taxes

20 $373,849.3^

21 Credit for Debt Retirement

22 $373,849.33

23 Amount due to Application of Sec. 734

24 Excess Profits Tax Due $373,849.33

Excess Profits Tax Due as above $373,849.33

Less Post War Refund 37,384.93 336,464.41

Tax Assessed per Return $384,704.73

Less Post War Credit 38,470.47 346,234.26

Adjustment Under Sec. 124(d) (5) $ 9,769.86



Commissioner of Internal Revenue 447

Respondent's Exhibit B—(Continued)

SU-21 (5-16-42)

Department of the Navy
Office of the Under Secretary

Washington, D. C.

Sept. 7, (Illegible)

Sirs

:

There is transmitted herewith conformed copy

of—

Certificate of Necessity No. ND-N-6239, dated

Sept. 1, (Illegible), the original of which has been

signed and issued by the Under Secretary of the

Navy pursuant to the provisions of Section 124

of the Internal Revenue Code in response to your

application No. 10313.

Respectfully,

/s/ (Illegible).

Enclosure: (1).

Mission Bell Radio Mfg. Co., Inc., 3430 South

Hill Street, Los Angeles 7, California.

Date: Sept. 1, 1943

No. ND-N-6239

Navy Department

NECESSITY CERTIFICATE

To the Commissioner of Internal Revenue:

Pursuant to Section 124 of the Internal Revenue

Code, particularly subsection (f) thereof, and in
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response to the application filed by Mission Bell

Radio Mfg. Co., Inc., Los Angeles 7, California.

It Is Hereby Certified that the facilities described

in the attached Appendix A (consisting of four

pages, one map and one photograph) are neces-

sary in the interest of national defense during the

emergency period, up to 100% of the cost attribut-

al)le to the construction, reconstruction, erection,

installation or acquisition thereof, and that the

application for this Certificate was filed on July 22,

1943.

By direction of the Secretary of the Navy:

JAMES FORRESTAL,
The Under Secretary of the Navy.

Certified to be a true copy, the original of which

has been forwarded to the Commissioner of Inter-

nal Revenue, Washington, D. C.

/s/ ROBERT A. IRWIN,
Lt., USNR. Special Assistant to the Under Secre-

tary of the Navy.

APPENDIX A

Name of Corporation: Mission Bell Radio Mfg.

Co., Inc.

Address: 3430 So. Hill St., Los Angeles 7, Cali-

fornia.

Location of facilities: 3751 So. Hill St., Los

Angeles 7, California.

The earliest date of acquisition or beginning of

construction, reconstruction, erection, or installa-

tion of any of the facilities was June 18th, 1943.
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(Note—This application must have been received

l)y either the War Department or the Navy Depart-

ment in Washington, D. C, before the expiration

of 6 months after the above date.)

SUMMARY SHEET

(Applicant must attach hereto additional sheets supplying a de-

scription of each facility.)

See page Actual Estimated

Land $14,000.00 S

Building and Other Construction 37,000.00

Equipment:

Machine tools

Other metalworking machinery

Power generating and distributing

equipment 4,000.00

Furnaces

Other

Other Facilities (specify) :

( )

Totals $55,000.00

Grand Total of All Facilities, Appendix A $55,000.00

This Appendix A, including this summary sheet

and sheets attached by the applicant supplying a

description of each facility, consists of 4 pages and

2 blueprints or maps.

SUGGESTED DESCRIPTIONS
OF FACILITIES

(Do not fill out or return this sheet. Detach and

substitute additional sheets giving the identifying

details of each facility.)

To guide the applicant in supplying a complete

description of each facility sought to be certified

the following forms of description are suggested:
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Land: Approximately 37,000 sq. ft., 200 ft. by

185 ft., located at 3751 S. Hill St., as indicated by
area enclosed by red line on attached blueprint

marked " ", $14,000.00.

Buildings: Factory building located at 3751 S.

Hill St., 100 ft. by 185 ft., approximately 18,500

sq. ft., floor space. Brick and wood construction.

One floor, indicated as building ''...." on attached

blueprint, $37,000.00.

Machine Tools: Special features or attachments,

power installation, $4,000.00.

Other Facilities: Descriptions of other facilities

should conform to the above suggestions insofar

as practicable.

Copies of Appendix A, including the Siunmary

Sheet and the sheets attached by the applicant

supplying a description of each facility will be

attached to any certificate which may be issued.

Thus, the descriptions given should be in sufficient

detail to assure complete identification of each

facility. Facilities which cannot be completely iden-

tified, should be described as accurately as possible,

stating estimated costs. For the protection of the

applicant, complete identification of the facilities

should be submitted as an amendment to Appendix

A as soon as sufficient identification is available.

A Necessity Certificate is approximately 8% by

10 inches in size. Therefore, any blueprints or maps

which are included as part of Appendix A should,

if possible, be made to conform to the size of the

certificate. Elevations or working drawings are

not needed.
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State of California,

County of Los Angeles—ss.

I, H. Jos. Haupt, residing at 3207 Windsor
Avenue, Los Angeles, California, as advisor for

Mission Bell Radio Mfg. Co., Inc., affirm that

pursuant to instructions received, I prepared the

attached Corporation Excess Profits Tax Return

for the calendar year 1941 showing a net loss of

$15,475.75 and no tax liability on the basis of

information furnished by the said Mission Bell

Radio Mfg. Co., Inc., without verification by me:

that the information set out in the return correctly

and fairly reflects the information furnished to

or discovered by me during the course of the

preparation of the return, and that the said infor-

mation is true to the best of my knowledge and

belief.

/s/ H. JOS. HAUPT.

Subscribed and sworn to before me this 16th day

of March, 1942.

/s/ L. M. SHELDON,
Notary Public in and for the County of Los

Angeles, State of California.

My Commission Expires October 22, 1945.

State of California,

County of Los Angeles—ss.

I, H. Jos. Haupt, residing at 3207 Windsor

Avenue, Los Angeles, California, as advisor for

Mission Bell Radio Mfg. Co., Inc., affirm that pur-
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suant to instructions received from it, I prepared

the attached Corporation Income and Declared

Vahie Excess-Profits Tax Return for the calendar

year 1941 showing a net loss of $15,470.54 and no

tax liability, on the basis of information furnished

by the said Mission Bell Radio Mfg. Co., Inc.,

without verification by me ; that the information set

out in the return correctly and fairly reflects the

information furnished to or discovered by me dur-

ing the course of the preparation of the return,

and that the said information is true to the best

of my knowledge and belief.

/s/ H. JOS. HAUPT.

Subscribed and sworn to before me this 16th

day of March, 1942.

/s/ L. M. SHELDON,
Notary Public in and for the County of Los

Angeles, State of California.

My Commission Expires October 22, 1945.
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Mission Bell Radio Mfg. Co., Inc.

Los Angeles, California

STATEMENT ATTACHED TO AND MADE A
PART OF CORPORATION INCOME AND
DECLARED VALUE EXCESS - PROFITS
TAX RETURN

For Calendar Year 1941

Item 13—Other Income

Reduction of Reserve for Bad Debts $ 719.28

Purchase Discounts 92.15

Insurance Dividend 94.85

Bad Debts Recovered 5.21

Notes Payable Written Off 2,650.00

Credit Balance on Accoimt Receivable

Written Off 205.86

$3,767.35
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Mission Bell Radio Mfg. Co., Inc.

Los Angeles, California

STATEMENT ATTACHED TO AND MADE A
PART OF CORPORATION INCOME AND
DECLARED VALUE EXCESS - PROFITS
TAX RETURNS

For Calendar Year 1941

Schedule H—Taxes

Excise Tax $ 775.75

State Franchise Tax 25.00

Capita] Stock Tax 301.93

Contributions to State Emplojanent Fund 472.09

Federal Excise Tax on Employers of Eight

or More 52.46

Federal Old Age Benefits Tax 174.86

City License 39.25

Property Taxes 320.81

$2,162.15
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Mission Bell Radio Mfg. Co., Inc.

Los Angeles, California

STATEMENT ATTACHED TO AND MADE A
PART OF CORPORATION INCOME AND
DECLARED VALUE EXCESS - PROFITS
TAX RETURN

For Calendar Year 1941

Schedule K
Other Deductions Authorized By Law

Royalties $ 894.71

Engineering and Development Expense . . 1,000.68

Stationery and Office Supplies 205.72

Telephone and Telegrams 640.12

Insurance Premiums 203.75

Traveling and Automobile Expense 1,422.39

Postage 88.84

General Administrative Expense 412.16

Amortization of License Contract Expense 760.92

Sales Commissions 149.20

Advertising 183.66

Cash Discounts and Rebates 12.17

Freight and Cartage—Outgoing 41.21

Eastern Sales Office Expense 350.00

Packing and Shipping Expense 13.49

Excess of Sales Tax Liability over Amount

Collected 38

$6,379.40
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Mission Bell Radio Mfg. Co., Inc.

Los Angeles, California

STATEMENT ATTACHED TO AND MADE A
PART OF CORPORATION INCOME AND
DECLARED VALUE EXCESS - PROFITS
TAX RETURN

For Calendar Year 1941

Schedule A

Cost of Goods Sold, Other Costs Per Books

Freight and Cartage on Materials $123.39

Heat, Light and Power 239.74

Spoilage and Raw Material Repairs 82.74

Small Tools 43.04

Miscellaneous Manufacturing Expense 137.95

$626.86
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Mission Bell Radio Mfg. Co., Inc.

Los Angeles, California

STATEMENT ATTACHED TO AND MADE A
PART OF CORPORATION INCOME AND
DECLARED VALUE EXCESS - PROFITS
TAX RETURN

For Calendar Year 1941

Schedule M—Line 18

Sundry Credits To Earned Surplus

Reserve for Depreciation of Furniture

and Fixtures Written Off $ 535.61

Reserve for Depreciation of Machinery

and Equipment Written Off 1,740.10

Revaluation of R.C.A. License Contract . . 13,695.63

$15,971.34
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HERMAN LESLIE HOFFMAN and FRANCES ELAINE HOFFMAN

Newport Beach, California

Schedule Attached to and Made a Part of Individual Income Tax

Return for Calendar Year 1941

Herman Frances

Leslie Elaine

Item 1—Salaries: Hoffman Hoffman Total

Peerless Electrical Products Co $13,616.52 $13,616.52

The May Company $ 1,511.54 1,511.54

$13,616.52 $ 1,511.54 $15,128.06

Less—Deductible Expenses

:

Contributions to State Employ-

ment Fund $ 30.00 $ 15.12 $ 45.12

Traveling and Entertainment 1,479.50 1,479.50

Telephone and Telegrams 65.00 65.00

Automobile Expense:

31600 miles at 5c....$l,580.00

Less 20% for Per-

sonal use 316.00 1,264.00 1,264.00

Dues and Subscriptions 55.00 55.00

Convention Expense 75.00 75.00

Christmas Gifts (Business Expense) 80.00 80.00

Postage 25.00 25.00

Advertising 200.00 200.00

Salary of Assistant 750.00 750.00

$ 4,023.50 $ 15.12 $ 4,038.62

Net $ 9,593.02 $ 1,496.42 $11,089.44
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Item 11—Contributions Paid:

Red Cross

]

Herman

Leslie

ioffman

150.00

50.00

25.00

S

Frances

Elaine

Hoffman

50.00

$

Total

150 00

First Presbyterian Church

Community Chest

100.00

25.00

$ 225.00 $ 50.00 s 275.00

Item 12—Interest:

Interest on Real Estate Mortgage.

Interest on Automobile Contract.

-S 347.60

182.00

$ s 347.60

182.00

$ 529.60 $ $ 529.60

Item 13—Taxes:

Property Taxes

Automobile Licenses and Taxes....

Amusement Taxes

State Income Tax

..$ 176.82

42.60

8.00

23.24

s

40.00

% 176.82

42.60

8.00

63.24

$ 250.66 s 40.00 $ 290.66

Item 14—Losses from Casualty:

Damage to Automobile as the re-

sult of accident, not covered by

insurance S 125.00 $

Item 15—Bad Debts:

Loan uncollectible and Determined

worthless in 1941 $ 30.00 $

$ 125.00

$ 30.00
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UNfTED STA'

INDIVIDUAL INCOME
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Newport_Beach, Orange, California

INCOME DUudlUt Et^imi

li»6\

6-GaJi

VTIIENiniHi'

MAR 1619U;
0.

'

.Hon fo^^.1,'^l^<^t|:«f:^e^ _ J1. Salarie* and other (

2. Dividends..

3. Interest on (a) laijk .deposits, notes, etc., ) _.; (i) corporation bonds, $.....

4. Interest on Coieitunent obligations, etc.:

(a) From line (i). Schedule A, $ ; (4) from line (0. Schedule A. $..

5. Rents and royalties. (Fi«™ Sti»i>M B) _

6. V"'"*i-i ,
-.- --

7.0

:D pages 3 AND 4) NEED NOT BE CONSIDEBED
(OR LOSSES) IN ADDITION TO ITEMS ABOVE.

^ J^bfWltVrPWmff§y?)«^ °* «change of capital asseU. (F,

) ^et long-term gain yoriow/ffep sale or exchange of capital asset*.

^JigainK^'nss^tnbftQ^fnodBni e of property other than capital assets.

iet profit (or Ipss) from business o ' profession. (Fm Scl*Ua H) _

,

©#Tg)taf«s»eiptl^fria4ai Schedule H,$ )

9. '^~"*
(n*" l"«ji) frftfn partnerships: iduciary income; and other income.

10. Total income in items I to 9

DEDUCTIONS
1 1

.

Contributions paid. (EvU» i. Scheduleo S.Cilg.dUla..At-tajStLQ-d

12. Interest. (E«.ui» i. sd«kj. o... .^.c ]\edul §.. A.t.t a.Gb.e.d.._.

13. Taxes. (Eipui. in sd«4j.

o
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14. Losses from fire, storm, shipwreck, or other cas^i^.WHirff. ttiltAfikfifl a.

15. Bad debts. (E.pui„ » scwui. c) ....?.cne dul 9 .A t ta?.]}.?.d
...

16. Other deductions authorized by law. (EsiJun ia SAmUmO
17. Total deductions in items 11 to 16

-.67.95. ..06

225 .00

5ii9, 60
2fLQ..66

......125. 00
SQ.DJQ

/ 'Jh

679J ,0

18. Net income (item 10 minus item 17)..

116(1,2

$_ .56.3i,.8

COMPUTATION JOF TAX

19. Net income (item 18 above)

20. Less: Personal exemption.
(FromSclinlukD-l)

21. Credit for dependents.
(Fm Scladule D-2)

22. Balance (surtax net income)

23. Less: Item 4 (a) above....

24. Earned income credit.
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25. Balance subject to normal tax.

Nonnal tax (4% of item
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Jfi. Less: Income tax paid at
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2. n. Balance of tax (it.

source

Innn* Ul paid to ft fncwm
US

I/we swear (or affirm) that this return (including any accompanying schedales and stat.

to the best of my/our knowledge and belidF is a true, correct, and complete return, madejifgood
pursuant to the Internal Revenue Code and the regulations issued under authcmtj

Sub«:ribed and sworn ^gy ...1-6^.11^.^ ..L..e_sl le_ IJo.f f.?.?" ^^/!f. * r.* *}iitjn.
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HERMAN LESLIE HOFFMAN and FRANCES ELAINE HOFFMAN
Newport Beach, California

Schedule Attached to and Made a Part of Individual Income Tax

^ Return for Calendar Year 1941

SUMMARY

Item Reported by

No. Income Total Husband Wife

1 Salaries $11,089.44 $ 6,795.06 $ 4,294.38

Deductions

11 Contributions Paid S 275.00 $ 225.00 $ 50.00

12 Interest 529.60 529.60

13 Taxes 290.66 250.66 40.00

14 Losses from Casualty 125.00 125.00

15 Bad Debts 30.00 30.00

17 Total Deductions $ 1,250.26 $ 1,160.26 $ 90.00

18 Net Income $ 9,839.18 $ 5,634.80 S 4,204.38
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HERMAN LESLIE HOFFMAN and FRANCES ELAINE HOFFMAN

Newport Beach, California

Schedule Attached to and Made a Part of Individual Income Tax
Return for Calendar Year 1941

Herman Frances

Leslie Elaine

Item 1—Salaries: Hoffman Hoffman Total

Peerless Electrical Products Co $13,616.52 $13,616.52

The May Company $ 1,511.54 1,511.54

$13,616.52 $ 1,511.54 $15,128.06

Less—Deductible Expenses

:

Contributions to State Employ-

ment Fund $ 30.00 $ 15.12 $ 45.12

Traveling and Entertainment 1,479.50 1,479.50

Telephone and Telegrams 65.00 65.00

Automobile Expense:

31600 miles at 5c....$l,580.00

Less 20% for Per-

sonal use 316.00 1,264.00 1,264.00

Dues and Subscriptions 55.00 55.00

Convention Expense 75.00 75,00

Christmas Gifts (Business Expense) 80.00 80.00

Postage 25.00 25.00

Advertising 200.00 200.00

Salary of Assistant 750.00 750.00

$ 4,023.50 $ 15.12 $ 4,038.62

Net $ 9,593.02 $ 1,496.42 $11,089.44
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Item 12—Interest:

Interest on Real Estate Mortgage....S 347.60

Interest on Automobile Contract.... 182.00

Item 13—Taxes:

Property Taxes

Automobile Licenses and Taxes.

Amusement Taxes

State Income Tax

176.82

42.60

8.00

23.24

S 125.00 $

Item 14—Losses from Casualty:

Damage to Automobile as the re-

sult of accident, not covered by

insurance

Item 15—Bad Debts:

Loan uncollectible and Determined

worthless in 1941 $ 30.00 $

S 529.60 $

40.00

471

Herman Frances

Leslie Elaine

Hoffman Hoffman Total

Item 11—Contributions Paid:

Red Cross $ 150.00 $

50.00

s 150.00

First Presbyterian Church 50.00 100.00

Community Chest 25.00 25.00

$ 225.00 $ 50.00 $ 275.00

347.60

182.00

$ 529.60

176.82

42.60

8.00

63.24

$ 250.66 $ 40.00 $ 290.66

$ 125.00

$ 30.00
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State of California,

County of Los Angeles—ss.

I, H. Jos. Haupt, residing at 3207 Windsor

Avenue, Los Angeles, California, as advisor for

Herman Leslie Hoffman, affirm that pursuant to

instructions I received from him, I prepared the

attached individual return of income for the cal-

endar year 1941 showing a net income of $5,634.80

and a tax liability of $424.65 on the basis of

information furnished by the said Herman Leslie

Hoffman, without verification by me: that the in-

formation set out in the return correctly and fairly

reflects the information furnished to or discovered

by me during the course of the preparation of the

return, and that the said information is true to the

best of my knowledge and belief.

/s/ H. JOS. HAUPT.

Subscribed and sworn to before me this 16th

day of March, 1942.

/s/ L. M. SHELDON,
Notary Public in and for the County of Los

Angeles, State of California.

My Commission Expires October 22, 1945.

I
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RESPONDENT'S EXHIBIT E

[Stamp] : Revenue Agent in Charge, Los An-

geles Division. Received Dec. 20, 1945.

STATEMENT OF PROTEST OF H. LESLIE
HOFFMAN AND ELAINE S. HOFFMAN,
2245 EL MOLINO PLACE, SAN MARINO,
CALIFORNIA

Calendar Year 1943

Los Angeles, California, Dec. 18, 1945

Mr. George D. Martin

Internal Revenue Agent in Charge

Los Angeles, California

Attention: Internal Revenue Agent

J. F. Eraser.

Dear Sir:

Reference is made to the office audit made by

your office with respect to the income tax return

for the calendar year 1943 filed by Mr. H. Leslie

Holfman and his wife, Elaine S. Hoffman, and

in which you propose a deficiency tax in the

respective amounts of $698.81 and $751.26.

Two adjustments are proposed by the office audit.

It is proposed to disallow a loss of $500.00 claimed

with respect to the sale of a boat and to disallow

as a deduction the payment in the sum of $1,500.00

made to P. L. Fleming.

Taxpayers sold the boat during the year 1943

which had cost them the sum of $1,350.00 for the

sum of $750.00 and thereby sustained a loss in the
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sum of $600.00, and they took sustained apprecia-

tion in the sum of $100.00 and claimed a net loss

in the siun of $500.00, reporting $250.00 loss on

each tax return.

When the taxpayer H. Leslie Hoffman purchased

this boat prior to the year 1943 he was in the

employ of the Peerless Electrical Products Com-

pany and Liunador Electrical Manufacturing Com-

pany. While being engaged in such employment

he was not paid a salary but was paid compensa-

tion entirely upon a commission basis. It was neces-

sary in order that the taxpayer might earn the

commissions which he did that he contact the

trade and he used the boat in question for the

purpose of making business friends and contacts

which in turn would inure to his benefit and result

in the purchase of goods from the two corporations

by whom he was employed. The boat was not used

for his own personal pleasure, comfort and enjoy-

ment but was used as an adjunct to his business

of soliciting sales for the two corporations by whom
he was employed, and the boat was therefore

directly connected with his business. The Revenue

Agent is in error in stating that the taxpayer only

received a salary. He did not receive a salary but

as above explained, worked entirely upon a com-

mission basis.

In December of 1941 the taxpayer H. Leslie

Hoffman made a business agreement whereby he

and two others would purchase the outstanding

stock of the Mission Bell Manufacturing Company,
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Inc., and whereby he would also accept employment

from Mission Bell Radio Manufacturing Company,

Inc., on a percentage of the sales made by said

corporation. Mr. P. L. Fleming was connected with

the corporation at the time Mr. Hoffman became

interested in its possibilities and Mr. Hoffman

agreed with Mr. Fleming that if he would acquaint

him with the radio manufacturing business and

lend him aid and assistance in the reorganization

of the company he would pay to Mr. Fleming the

sum of $1,500.00. The amount paid to Mr. Fleming

was not an obligation of the corporation but was

an entirely independent transaction between H.

Leslie Hoffman and P. L. Fleming. The amount

paid by Mr. Hoffman to Mr. Fleming made it pos-

sible for Mr. Hoffman to reorganize the corpora-

tion, and his successful operation of the company

made it possible for him to report the very sub-

stantial earnings which he received in the year

1943. The amount paid Mr. Fleming bore a direct

relationship to the business of the taxpayer and

the direct benefit of such an agreement with Mr.

Fleming is evidenced by the substantial income

reported by the taxpayer and his wife on their

returns for the year 1943.

Wherefore it is respectfully submitted that the

Agent was in error in proposing the two disallow-

ances here in question.

Respectfully submitted,

/s/ H. LESLIE HOFFMAN.
/s/ ELAINE S. HOFFMAN.
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State of California,

County of Los Angeles—ss.

H. Leslie Hoffman and Elaine S. Hoffman being

duly sworn, state they have read the foregoing

protest and are familiar with the statements con-

tained therein and that the statements contained

therein are true, except those stated to be upon

information and belief and those they believe to

be true.

/s/ H. LESLIE HOFFMAN.
/s/ ELAINE S. HOFFMAN.

Subscribed and sworn to before me this 19th day

of December, 1945.

/s/ R. A. YARCHO,
Notary Public.

My Commission Expires March 21, 1946.

CERTIFICATE

I hereby certify that the foregoing protest was

prepared by me for and on behalf of taxpayer;

that the facts recited in said protest are the exact

facts as given to me by the taxpayer and to the best

of my knowledge and belief are true and correct.

/s/ JOHN B. MILLIKEN,
Attorney at Law.



Commissioner of Internal Revenue ^11

RESPONDENT'S EXHIBIT F

War Production Sales

Gilfillan Bros., Inc.

Year ended May 31, 1943

Adel Precision Products Corp.

Bakewell Manufacturing Co.

Bechtel-McCone-Parsons Corp.

Bell Aircraft Corp., Buffalo.

Bell Aircraft Corp., Marietta.

Bendix Aviation, Ltd.

Boeing" Aircraft Co., Renton.

Boeing Aircraft Co., Seattle.

Boeing Airplane Co., Wichita.

Buhl Stamping Co.

Consolidated Aircraft Corp., Fort Worth.

Consolidated Aircraft Corp., San Diego.

Curtiss-Wright Corp., Columbus.

Curtiss-Wright Corp., St. Louis.

Davis Precision Machine Shop.

John Deere Harvester Works.

Doak Aircraft Co., Inc.

Douglas Aircraft Co., Inc., Chicago.

Douglas Aircraft Co., Inc., El Segundo.

Douglas Aircraft Co., Inc., Long Beach.

Douglas Aircraft Co., Inc., Oklahoma City.

Douglas Aircraft Co., Inc., Santa Monica.

Douglas Aircraft Co., Inc., Tulsa.

General Motors Corp., Cleveland.

General Motors Corp., Memphis.
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Respondent's Exhibit F— (Continued)

Ford Motor Co.

Hartwell Aviation Supply Co.

Houde Engineering Division of Houdaille, Her-

shey Corp.

Lockheed Aircraft Corp.

The Glenn L. Martin Co., Baltimore.

The Glenn L. Martin Nebraska Co.

Monarch Tool and Instrument Co.

The Murray Corporation of America.

National Supply Co.

North American Aviation, Inc., Dallas.

North American Aviation, Inc., Inglewood.

Northrop Aircraft, Inc.

Precision Aeronautical Parts Mfg. Co.

Solar Aircraft Co.

U. S. Army Air Corps.

U. S. Army Signal Corps.

U. S. Navy.

University of California.

Vega Aircraft Corp.

Waldorf-Hendrickson, Inc.
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[Title of Tax Court and Cause.]

STIPULATION OF FACTS
The parties to this proceeding, through their re-

spective counsel of record, hereby stipulate that the

following facts are true and may be found as facts

by the Court, subject to the right of either party

to present other items of proof, either related or

unrelated to the facts herein stated, but not in-

consistent herewith, and subject to any objection

on the grounds of irrelevancy or immateriality.

I.

The petitioner is a California corporation whose

principal office is now located at 3761 South Hill

Street, Los Angeles 7, California. The former loca-

tion of its [387] principal office was 3430 South Hill

Street, Los Angeles 7, California. The returns for

the calendar taxable year 1943, the year involved

in this proceeding, were filed with the Collector

of the Sixth District of California.

11.

The petitioner was incorporated in California on

June 30, 1932, under the name of Mission Bell

Radio Mfg. Co., Inc.; but, without otherwise alter-

ing the continuity of its corporate existence, its

name was changed to Hoffman Radio Corporation

in 1943.

III.

Attached hereto as Exhibit 1, and made a part

hereof, is a complete and correct copy of the War
Production Board Supplemenary General Limita-

tion Order L-44-a issued March 7, 1942, which fur-
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ther restricted and finally prohibited the commer-

cial manufacture of radio receivers and phono-

graphs.

IV.

During the years 1942 and 1943;, the petitioner

was engaged in the business of manufacturing

radio and electronic equipment. Attached hereto

as Exhibit 2, and made a part hereof, is a break-

down of the sales of the petitioner, for the year

1942, between commercial sales, sales under prime

contracts with the armed forces of the [388] United

States and other governmental agencies, and sales

under subcontracts to businesses working on gov-

ernmental orders. Attached hereto as Exhibit 3,

and made a part hereof, is a similar breakdown of

the sales of the petitioner, for the year 1943.

V.

Attached hereto as Exliibit 4, and made a part

hereof, is a complete and correct copy of an Agree-

ment dated December 1, 1941, between H. L. Hoff-

man and H. G. Schmieter concerning the purchase

by Hoffman from Schmieter of 110 shares of the

stock of petitioner.

VI.

Attached hereto as Exhibit 5, and made a part

hereof, is a complete and correct copy of an Agree-

ment dated December 4, 1941, between H. L. Hoff-

man and Franklyn Warner and Helen E. Warner

concerning the purchase by Hoffman from the War-

ners of 193 shares of the stock of petitioner.

VII.

Attached hereto as Exhibit 6, and made a part
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hereof, is a complete and correct copy of an Agree-

ment dated December 4, 1941, between H. L. Hoff-

man and P. L. Fleming concerning the purchase

by Hoffman from Fleming of 110 shares of the

stock of the petitioner. [389]

VIII.

Attached hereto as Exhibit 7, and made a part

hereof, is a complete and correct copy of an Agree-

ment dated December 9, 1941, between H. L. Hoff-

man, Gr. Grifford Davidge, and Walter D. Douglas

concerning the contract rights and the shares ac-

quired by Hoffman pursuant to the three agree-

ments set forth in Exhibits 4, 5, and 6 attached.

IX.

For the years 1941 to 1943, inclusive, the record

of stock ownership of the petitioner was a set forth

in Exhibit 8 attached, which is made a part hereof.

X.

Attached hereto as Exhibits 9, 10 and 11, and

made a part hereof, are the petitioner's compara-

tive balance sheets for the period January 1, 1941,

to December 31, 1943, inclusive; the reconciliation

of surplus for the period December 31, 193(9, to De-

cember 31, 1943, inclusive; and the comparative

profit and loss statements for the years 1940 to

1943, inclusive.

XI.

Attached hereto as Exhibits 12 and 13, and made

a part hereof, are complete and correct copies of

the resolutions of the Board of Directors of peti-

tioner concerning the compensation of H. L. Hoff-

man and Walter S. Harmon. [390]
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XII.

Attached hereto as Exhibits 14, 15, and 16, and

made a part hereof, are complete and correct copies

of the compensation contracts entered into between

the petitioner and H. L. Hoffman and Walter S.

Harmon.

XIII.

Attached hereto as Exhibits 17 and 18, and made
a part hereof, are complete and correct copies of

the portions of the records of the petitioner relat-

in.o" to the accrual of the H. L. Hoffman and Walter

S. Harmon payments. The sums shown on the ex-

hibits are after deducting income tax withholding

and social security taxes. All such siuns were paid

by the petitioner during 1943, except the sums of

$12,089.24, in the case of Hoffman, and $4,207.29,

in the case of Harmon, which were paid on or before

February 2, 1944.

XIV.
H. L. Hoffman and his wife, and Walter S. Har-

mon and his wife, reported their incomes for the

year 1943 on the cash receipts and disbursements

basis, and they reported their compensation income

as commmiity property income. For the year 1943,

H. L. Hoffman and his wife reported compensation

income received from the petitioner in the total

amount of $63,613.20; and for the year 1943 Walter

S. Harmon and his wife reported compensation in-

come [391] received from the petitioner in the total

amount of $22,171.08.

XV.
Submitted concurrently herewith are Exhibits A

and B, which are complete and correct copies of
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the Federal tax return Forms 1120 and 1121 filed

by the petitioner for the year 1943.

XVI.

Attached hereto as Exhibit 19, and made a part

hereof, is a schedule showing the payments made

by iDetitioner to its officers for the years 1942

and 1943.

XVII.

Attached hereto as Exhibit 20, and made a part

hereof, is a schedule showing the payments made

by petitioner to its officers and employees, other

than employees compensated on an hourly basis,

for the year 1943.

XVIII.

The highest number of employees employed by

petitioner in the years 1941 to date were as follows:

Year Number of Employees

1941 3

1942 107

1943 297

1944 351

1945 462

1946 765

1947 to date 546

XIX.

Attached hereto as Exhibit 21, and made a part

hereof, is a schedule showing, for the years 1932 to

1941, the petitioner's gross income, net income,

dividends paid, payments to officers, sales commis-

sions (to the extent of available records), and pay-

ment to engineer (to the extent of available rec-
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ords). Attached hereto as Exhibit 22, and made a

part hereof, is a schedule showing similar data

for the years 1942 and 1943. In both exhibits "Net
Income" is computed before the deduction of fed-

eral taxes.

Dated: December 11, 1947.

Respectfully submitted,

/s/ JOHN B. MILLIKEN,
/s/ HARRISON HARKINS,

Counsel for Petitioner.

/s/ CHARLES OLIPHANT, ECC,
Chief Counsel, Bureau of Internal Revenue, Coun-

sel for Respondent. [3i93]

[Endorsed] : T.C.U.S. Filed Dec. 11, 1947.

EXHIBIT No. 1

Title 32—National Defense

Chapter IX—War Production Board

Subchapter B—Division of Industry Operations

Part 1077—Radio Receivers and Phonographs

Supplementary General Limitation Order L-44-a

Further Restricting and Finally Prohibiting the

Production of Radio Receivers and Phonographs

It Is Hereby Ordered That:

In accordance with the provisions of 1077.1 (Gen-

eral Limitation Order L-44), which the following

Order supplements.

It Is Hereby Ordered That:

1077.2 Supplementary General Limitation Order,

(a) Definitions. For the purposes of this Order,

(1) ''Manufacturer" means any person who

puts into production any set.
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(2) All the definitions contained in paragraph

(a) of Limitation Order L-44 shall apply to this

Order.

(b) Prohibition of Production of Sets after

April 22, 1942. Effective April 23, 1942, no Manu-

facturer shall put into production any sets.

(c) Limit on Use of Materials. From the ef-

fective date of this Order, no Manufacturer shall

use in any manner in the production of sets more

than $500 worth of materials and parts obtained

under contracts or orders executed or placed after

February 11, 1942, except that nothing in this para-

graph shall impose any limit or restrictions on the

use of wooden cabinets or materials for making

such cabinets.

(d) Appeal. Any Manufacturer who considers

that relief from the specific provisions of this Or-

der will affirmatively facilitate his program of con-

version from civilian to war work, may apply for

relief by addressing a letter to the War Produc-

tion Board, Washington, D. C. Ref: L-44-a, set-

ting forth the pertinent facts and the reason w^hy

he considers he is entitled to relief. The Direc-

tor of Industry Operations may thereupon take

such action as he deems appropriate.

(e) Effective Date. This Order shall take effect

on the date of its issuance, and shall continue in

effect until revoked.

Issued this 7th day of March, 1942.

/s/ J. S. KNOWLSON,
Director of Industry

Operations.
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EXHIBIT No. 3

1943 Sales

Sub-Contractor

on Prime Govern-

ob No. Commercial Govt. Orders ment Orders

1 Bendix $ $111,821.96 $

2 Bendix 362,976.70

3 Bendix 11,297.66

5 Miscellaneous 8,766.46 511.00

Sears, Roebuck & Misc 720.58

Kingston 14,885.20

9 Kingston 65,234.40

•E Kingston 17,454.78

Philadelphia Signal Corps 232,554.57

2 Philadelphia Signal Corps 194,555.20

i Marine Radio Service 5,390.00

5 Navy, Bureau Supplies& Acctsp 733,474.70

6 Wright Field Signal Corps 44,585.84

8 Navy & OSS 12,350.00

9 Office of Scientific Research 19,853.94

$720.58 $597,827.16 $ 1,237,885.25

Total $1,836,432.99

Percent of Total 100% 00.04% 32.55% 67.41%

EXHIBIT No. 4

AGREEMENT

This Agreement made and entered into this 1st

day of December, 1941, by and between H. L. Hoff-

man, First Party, sometimes herein designated as

"Hoffman," and H. G. Schmieter, Second Party,

sometimes herein designated as "Schmieter,"

Witnesseth

:

Whereas, Mission Bell Radio Mfg. Co., Inc.,

hereinafter referred to as "Mission Bell," is a

corporation having an authorized capital of Five

Hundred (500) shares of common stock, of the par
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Exhibit No. 4— (Continued)

value of One Hundred Dollars ($100.00) per share,

and there are issued and outstanding Four Hun-
dred Thirteen (413) shares of said stock, of which

Schmieter is the owner and in possession of One
Hundred Ten (110) shares; and

Whereas, the Board of Directors of said corpo-

ration, according to the Minutes of said corpora-

tion, consists of the following:

P. L. Fleming, Director, President and Chair-

man of the Board;

H. Gr. Schmieter, Director, Vice-President and

Treasurer

;

M. Penny, Director and Secretary;

but the said Schmieter asserts and declares that

his election and appointment in the above capaci-

ties, were not consented to or acquiesced in by

him, nor has he ever accepted such election or

appointment, or served in such capacity since his

appointment when last made ; and

Whereas, Hoffman is desirous of purchasing

from Schmieter the One Hundred Ten (110) shares

of said stock in said Mission Bell;

Whereas, Schmieter understands and believes

said Mission Bell Co. is in financial difficulties

and will be unable to continue in business unless

additional funds are secured by [397] borrowing or

otherwise

;

Now, Therefore, for and in consideration of the

premises and other good and valuable consideration,

the parties hereto do agree as follows, to-wit:

Schmieter agrees to sell to Hoffman, and Hoff-

man agrees to purchase from Schmieter, the said
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Exhibit No. 4— (Continued)

One Hundred Ten (110) shares of stock in Mis-

sion Bell, held and owned by Schmieter, at and

for the total sum of Four Thousand One Hundred
Eighty Dollars ($4180.00), payable in the follow-

ing manner, and subject to the following terms

and conditions, to-wit:

Upon the execution of this agreement, Hoffman

agrees to pay unto Schmieter the sum of One Hiui-

dred Dollars ($100.00), and thereafter, each and

every month, a sum equal to One per cent (1%) of

the gross sales of all merchandise of Mission Bell,

said monthly payments to be made on or before the

10th day of each and every month, beginning on

the 10th day of January, 1942,—the amount of

each payment to be based upon the gross sales for

the preceding calendar month.

The unpaid balance shall bear interest at the rate

of Three per cent (3%) per annum, payable

monthly, and such interest payments shall be in

addition to the principal payments above provided

for, but in any event Hoffman agrees to pay a

minimum sum of One Hundred Dollars ($100.00)

per month, even though One per cent (1%) of the

gross sales for the preceding month do not equal

that amount.

It is further understood and agreed that in any

event the balance of the purchase price shall be-

come due and payable and shall be paid by Hoff-

man to Schmieter on or before Thirty-six (36)

months from the date the first payment is to be

made as herein provided.

Sclmiieter agrees, immediately upon the pay-
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Exhibit No. 4— (Continued)

ment of the first One Hundred Dollars ($100.00)

hereinabove provided for, [398] to properly en-

dorse and deliver and cause to be transferred to

Hoffman on the books of the corporation, the said

One Hundred Ten (110) shares of Mission Bell

stock, and Hoffman agrees to forthwith cause the

new certificates issued in lieu of those transferred

to the said Hoffman, to be endorsed to Schmieter

as pledgee and delivered to Schmieter as collat-

eral security for the performance by Hoffman of

the terms and conditions of this agreement, and Hoff-

man hereby agrees that in the event of the default in

the payment by Hoffman, of the sums to be paid

to Schmieter as herein provided, or any installment

thereof, when due, that the said Schmieter shall

be and he is hereby invested irrevocably with full

authority to retain, use, transfer, hypothecate, sell

or convey the said collateral shares of stock, or

cause the same to be done at public or private sale,

with or without advertisement, notice or demand

of any sort, and at such place and upon such terms

as the said Schmieter, his successors or assigns

deem best, and the said Schmieter, or his succes-

sors or assigns, shall be and they and each of them

are hereby authorized to purchase said collateral

stock when sold, for his, their or its protection, and

the proceeds of such sale, transfer or hypothecation

shall be applied to the payment of the obligations

herein provided for, together with all protests, dam-

ages, interest, costs, fees and charges due under

this agreement, or incurred by reason of such non-
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Exhibit No. 4— (Continued)

13ayment when due, or any installment or install-

ments thereof as in this agreement provided, or in

execution of the power herein granted.

The surplus, after the payment of said obliga-

tions, together with the charges above stated, if

any, shall be paid to Hoffman, but in the event the

I^roceeds of the above sale or sales be not sufficient

to pay said obligations, then Schmieter [399] waives

any right to any deficiency under the terms and

conditions of this agreement, and Hoffman shall

not be liable for any such deficiency to the said

Schmieter, his successors or assigns. In any and

every event and whether said stock be retained,

sold or otherwise disposed of, Hoffman shall have

no personal obligation under this agreement except

for the payment of the $100.00 first to be paid and

for any breach of this contract by Hoffman, Schmie-

ter shall have recourse against, and only against

said stock pledged as above provided.

Hoffman shall in any event, at all times when

he is not in default under the terms and conditions

of this agreement, be entitled to receive, have and

take all dividends which may be properly declared

upon said stock
;
provided that in the event he is in

default, his right to such dividends shall ipso facto

cease and terminate.

In the event Hoffman shall pay in full to the

said Schmieter, at the times and in the manner

herein provided for, all sums due the said Schmie-

ter as herein provided, then Schmieter shall, upon

demand, re-deliver said stock to Hoffman, and shall
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execute and perform all other acts necessary to be

performed by him for the re-transfer thereof to

Hoffman.

Hoffman shall at all times while said stock is

hypothecated with Schmieter, and when Hoffman

is not in default under the terms and conditions

hereof, be entitled to the absolute right to vote

such stock.

Schmieter further agrees, upon the payment of

said sums, the transfer of said stock, and the hy-

pothecation thereof, as herein provided, to forth-

with deliver his resignation to Mission Bell as Di-

rector, Vice-President and Treasurer, and as to

any other office or position which the records of

said corporation may show he has been appointed

or elected to. [300]

Schmieter agrees to relinquish any and all claims

of every kind or character, which he may have

against said corporation, except such right as may
be created by the hypothecation of the stock above

mentioned, and further agrees to fully release and

discharge said corporation from any and all in-

debtedness to him.

It is specifically understood and agreed that

Hoffman may at any time prior to the due date

of the payments to be made as hereinabove pro-

vided, pay the full amount of the purchase price

of said stock to the said Schmieter, and thereupon

the said Schmieter shall re-transfer said stock to

the said Hoffman as hereinabove provided.

Hoffman agrees that he will render, or will cause

Mission Bell to render, to Schmieter, on the 10th
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day of each and every month, a full, true and cor-

rect statement of the gross sales of merchandise

made by Mission Bell during the preceding month,

and Schmieter shall have the right at all reasonable

times, but not more than once a month, however, to

examine the books of said corporation for the pur-

pose of determining the gross sales for any month

or months, at all times during the life of this agree-

ment.

It is further understood that Hoffman is endeav-

oring to enter into contracts with all other stock-

holders of said corporation for the purchase of

their stock in said corporation, and that the Direc-

tors of said corporation are by resolution to em-

ploy Hoffman as General Manager, and agree that

said corporation shall pay Three per cent (3i%)

of the gross sales of all merchandise sold by said

Mission Bell, as a partial consideration for the

services of Hoffman as General Manager, and that

thereafter any present Directors shall resign, and

elect in their place Directors to be named by Hoff-

man; provided that [401] since Schmieter has

never accepted the appointment as a Director or

officer of said corporation, he shall not be required

to perform any act as such, or to join in said reso-

lution, but he hereby gives his personal consent

thereto.

It is understood between the parties hereto that

Schmieter has not been actively connected with

the management or operation of said company for

more than one (1) year last past, and further that
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said Hoffman shall be authorized to borrow for

such corporation and from time to time such sums

as he may deem advisable on such terms as he may
see fit.

Schmieter has examined the balance sheet of said

company as of October 31, 1941, as prepared by

employees of Mission Bell, has initialled a copy

thereof for identification, and delivered such copy

to Hoffman.

Schmieter represents to Hoffman that he has

not personally, for or on behalf of the corporation,

incurred any liabilities which are not disclosed

by said balance sheet, that he believes said balance

sheet to truly and correctly reflect all the direct

and contingent liabilities of the corporation, and

that he has no personal knowledge of any liabilities

of any kind which are not reflected by said balance

sheet.

In the event any attachment or execution is levied

upon any assets of the company, and the said Mis-

sion Bell or the said Hoffman fails to secure or

cause to be secured a release thereof within ten

(10) days after such levy, then Schmieter shall

have the right, either alone or in conjunction with

other stockholders, to effect a release of the lien of

such attachment or execution, and in the event of

such failure on the part of Mission Bell or Hoff-

man, then at Schmieter 's option such failure to

cause such release shall be deemed to be a default

of the terms and conditions hereof, and the full

amount of the purchase price shall forthwith be-
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come due and [402] payable, subject, however, to

the terms and conditions hereof, relative to the re-

lease of any personal liability of Hoffman for any

deficiency, and the said Schmieter shall be entitled

thereupon to sell or otherwise dispose of the stock

so hypothecated, for the purpose of satisfying the

obligations due him thereunder, as hereinabove

provided.

Except as otherwise herein provided, this agree-

ment shall be binding upon the inure to the bene-

fit of the heirs, successors and assigns of the par-

ties hereto.

If on or before ten days after date of this agree-

ment Hoffman shall have failed to enter into con-

tracts for purchase of all outstanding stock in said

corporation, Hoffman may forthwith and within

said 10 days terminate this contract by a notice

in writing addressed to Schmieter at care of Chas.

E. R. Pulcher, 411 West 5th St., Los Angeles, Cali-

fornia, and deposited in the U. S. Mail at Los An-

geles, California, postages prepaid and thereupon

each of the parties hereto shall be released from

all further obligations hereunder except Schmieter

shall retain the $100.00 paid upon the execution

hereof as liquidated damages and the 110 shares of

stock now owned by Schmieter shall be retained

by him as his property free from any claim by Hoff-

man and Hoffman agrees to perform all acts nec-

essary to vest such stock in his name upon the books

of the corporation.
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In Witness Whereof, the parties hereto have exe- '

cuted this agreement the day and year first here-

inabove written.

/s/ H. L. HOFFMAN,
First Party.

/s/ H. G. SCHMIETER,
Second Party. [403]

EXHIBIT No. 5

This Agreement, executed in triplicate at Los

Angeles, California, December 4th, 1941, by and be-

tween H. L. Hoffman, first party, sometimes here-

inafter designated as "Hoffman," and Frankljm

Warner and Helen E. Warner, second party, some-

times hereinafter designated as "Warner,"

Witnesseth

:

The parties herein contracting do so with refer-

ence to the following facts:

Mission Bell Radio Mfg. Co., Inc., is a Cali-

fornia corporation, having an authorized capital

of One Thousand (1,000) shares of common stock

of the par value of One Hundred Dollars ($100.00)

per share. There are issued and outstanding Four

Hundred and Thirteen (413) shares of said stock,

of which Warner is the owner and in possession

of One Hundred and Ninety-three (193) shares.

The board of directors and officers of said corpo-

ration, hereinafter sometimes designated as the

"company," consist of the following:

M
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P. L. Fleming, director, president and chairman

of the board;

H. G. Schmieter, director, vice-president and

treasurer

;

M. Penny, director and secretary.

Of said issued shares of stock One Hundred and

Ninety-three (193) are owned and/or controlled

by Warner; One Hundred and Ten (110) by P. L.

Fleming; and One Hundred and Ten (110) by H.

G. Schmieter. Said company is in financial diffi-

culties and will be unable to continue in business

unless additional funds are secured by borrowing

or otherwise. [404]

Now, Therefore, in consideration of the fore-

going facts and the promises hereinafter set out

on the part of the respective parties hereto, It Is

Agreed

:

1. Concurrently herewith Warner has sold to

Hoffman, and Hoffman has purchased from War-
ner, One Hundred and Ninety-three (193) shares

of said company and in payment thereof Hoffman

has delivered to Warner his promissory note in

the principal sum of Four Thousand Eight Hun-
dred and Twenty-five Dollars ($4,825.00), said

promissory note being in the form of ''Exhibit A"
attached hereto and by reference incorporated

herein.

2. Expressly for the benefit of said company, as

well as for the benefit of Hoffman, Warner hereby

relinquishes any and all claims of every kind and

character that he may have against said company
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and fully releases and discharges said company
from any indebtedness to him.

3. It is understood that Hoffman has purchased

or is endeavoring to purchase all of the issued

and outstanding stock of said company and that

in connection with such purchases Hoffman has

obtained or proposes to obtain the agreement of

the other stockholders and officers of the company
to the effect, among other things, as follows:

(a) That each of them will do or cause to be

done each and everything that may be necessary

to the end that on or before December 4th, 1941,

by a contract duly authorized by the Board of

Directors of said company, Hoffman shall be em-

ployed as general manager thereof for a term and

period of 36 months at a salary to be determined

as follows: On or before the 15th day of each cal-

endar [405] month Hoffman shall be paid as par-

tial payment of his salary for the preceding calen-

dar month an amount equal to Three Per Cent

(3%) of the gross sales of said corporation for and

during such preceding calendar month, and in addi-

tion such an amount as may from time to time be

agreed upon by Hoffman and the company. Said

management agreement shall also provide that said

Hoffman may arrange to borrow and may borrow

for and on behalf of the company at any time and

from time to time such amounts as he may deem

desirable and upon such terms as he may see fit.

Said management agreement shall be otherwise in

form and substance satisfactory to Hoffman and

shall specifically provide that the same may be ter-
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minated by Hoffman at any time after February

28, 1942.

(b) That immediately after said management

agreement has been executed each of the present

officers and directors of said company will resign

in such manner that they may be forthwith re-

placed both as officers and directors by such per-

sons as may be designated by Hoffman.

Warner hereby agrees that on or before Decem-

ber 4th, 1941, Hoffman shall be employed as Gen-

eral Manager of the company in the manner and

upon the terms hereinbefore set out, and that the

officers and directors of the company shall be re-

placed as hereinbefore specified and that he will

do or cause to be done each and every thing that

can be done by him to accomplish the agreed re-

sults; provided, however, that Warner shall not be

deemed in default hereunder if Hoffman be not so

employed or if said officers and directors be not so

replaced, unless such results are not obtained be-

cause of some failure [406] on the part of War-
ner to do something which he has the right and

power to do.

Notwithstanding anything to the contrary ap-

pearing herein, Warner expressly agrees that if

Hoffman should be unable within days

to purchase all of the stock of said company upon

terms satisfactory to him, or if, having purchased

the same, he should not be employed as General

Manager of the company as above set forth, or if

the Board of Directors and officers should not be

replaced as hereinbefore specified, then at his op-
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tion Hoffman may terminate this agreement and

retransfer and deliver to Warner said One Hun-
dred and Ninety-three (193)) shares of stock pur-

chased from AVarner and thereupon said promis-

sory note given by Hoffman to Warner shall be

canceled and surrendered to Hoffman and each

party hereto shall be relieved and released from

all further obligation hereunder or under the pro-

visions of said promissory note.

Warner hereby represents and warrants that he

has in no way at any time incurred any obliga-

tions for and on behalf of Mission Bell Manufac-

turing Co., Inc., or by any act of his obligated said

company in any manner not disclosed by and shown

in the books and records of said company.

5. Hoffman expressly agrees that in the event

any attachment or execution is levied upon any

of the physical assets of the company and for a

period of ten (10) days Hoffman fails to secure or

cause to be secured a release thereof, then Warner
shall have the right, either alone or in conjunction

with other stockholders, to effect a release of the

lien of [407] such attachment or execution, and

thereupon, at Warner's option, this contract may
be terminated and in the event of such termination

said One Hundred and Ninety-three (193) shares

of stock purchased from Warner shall be retrans-

ferred and delivered to Warner and said promis-

sory note executed by Hoffman in favor of War-

ner shall be canceled, but all payments made by

Hoffman to Warner on said promissory note shall

be retained by Warner as liquidated damages.
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6. Grross sales of merchandise shall be deemed

to be all sales of merchandise made by the company

after deducting therefrom all merchandise returns

and all allowances made for defective merchandise

or on account of discounted bills. Warner shall

have the right at all reasonable times to examine

the books and records of said corporation for the

purpose of determining the amount of said gross

sales. Hoffman agrees that as long as said promis-

sory note, of which ''Exhibit A" is a copy, shall

remain in effect, and any portion thereof shall be

unpaid, he will cause said company to deliver to

the holder of said note at such place in the city of

Los Angeles, California, as the holder shall have

designated by a notice in writing to said company,

a full, true and correct statement of the gross sales

of merchandise made by said company during each

month and that such statement for each calendar

month will be so delivered on or before the 15th

day of the succeeding calendar month.

7. This agreement shall be binding upon and

shall inure to the benefit of the parties hereto and

as w^ell their respective heirs, personal representa-

tives and [408] assigns.

Executed the day and year first above written.

/s/ H. L. HOFFMAN,
Party of the First Part.

/s/ FRANKLYN WARNER,
/s/ HELEN E. WARNER,

Parties of the Second Part.
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EXHIBIT A

Promissory Note

$4,825.00. Los Angeles, California,

, 1941.

In installments and at the times and upon the

terms and conditions hereinafter stated, for value

received, I promise to imy to Franklyn Warner

at , Los Angeles, Cali-

fornia, Four Thousand Eight Hundred and Twen-

ty-five Dollars ($4,825.00). Said principal shall

be payable in installments as follows

:

On the 15th day of January, 1942, and thereafter

on the 15th day of each and every calendar month

until the full amount of said principal sum shall

have been paid, an amount equal to One Per Cent

(1%) of the gross sales of all merchandise sold by

Mission Bell Radio Mfg. Co., Inc., a California

corporation, during the preceding calendar month,

the amount of such gross sales to be determined

as provided for in the contract to which reference

is hereinafter made; provided always that in no

event shall the ipayment to be made on the 15th

day of any calendar month be less than the smn of

One Hundred Dollars ($100.00), and provided fur-

ther that if on January 15, 1945, any portion of

said principal sum remains unpaid, then the whole

of the amount so remaining unpaid on said prin-

cipal sum shall be paid on said 15th day of Janu-

ary, *»4&r 1944 [H.L.H.]
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Should default be made in the payment of any

installment of principal when due, then, subject

always to the provisions hereof releasing the under-

signed from personal liability, the whole sum of

principal shall become immediately due and [410]

payable at the option of the holder of this note.

The undersigned hereby assigns, pledges and

transfers to said Franklyn Warner One Hundred
and Ninety-three (193) shares of the common cap-

ital stock of Mission Bell Radio Mfg. Co., Inc.,

represented by Certificates Nos. 23 to 27, inclu-

sive, as security for the full payment of the fore-

going note and all indebtedness evidenced thereby

and for the performance of each of the agree-

ments of the undersigned herein contained. The

undersigned expressly retains all voting rights to

the stock so assigned, pledged and transferred, and

to all dividends paid thereon.

Upon default in the pajmient of said promissory

note or of any installment of principal thereof,

the sole right of the holder of this note shall be

to receive full title to said One Hundred and Nine-

ty-three (193) shares of stock and to retain any

moneys which have heretofore been paid upon this

note, and in such event the undersigned authorizes

the Mission Bell Radio Mfg. Co., Inc., to transfer

said stock on its books to the holder of this note.

This note is executed pursuant to and as an inte-

gral part of a certain contract dated December 4th,

1941, by and between the undersigned and Frank-

lyn Warner, and is subject to each and all of the
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provisions of said contract, a signed copy of which

has been delivered to Mission Bell Radio Mfg.

Co., Inc., and may be seen by any person or per-

sons who contemplate acquiring this note or any

interest therein.
i

This note is executed subject to the express con-

dition that it is not negotiable and that the under-

signed shall have no personal liability for the in-

debtedness, or any portion [411] of the indebted-

ness, evidenced hereby, it being expressly agreed,

however, that the holder hereof may assign his in-

terest in this note by way of security or otherwise.

Upon the payment of the indebtedness hereby

secured, and as well all other charges accrued here-

under, said One Hundred and Ninety-three (193)

shares of stock pledged heremider shall be forth-

with redelivered to the undersigned.

This note is executed subject to the further ex-

press condition that the whole or any part of the

principal may be paid at any time, and if the

whole of the principal is paid within ninety (90)

days from the date hereof, then the principal

amount of this note shall be reduced to the sum

of Four Thousand Two Hundred and Forty-six

Dollars ($4,246.00).

H. L. HOFFMAN. [412]
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This Agreement, executed in triplicate at Los

Angeles, California, December 4th, 1941, by and be-

tween H. L. Hoffman, first party, sometimes herein-

after designated as "Hoffman," and P. L. Fleming,

second party, sometimes hereinafter designated as

'^Fleming,"

Witnesseth

:

The parties herein contracting do so with refer-

ence to the following facts

:

Mission Bell Radio Mfg. Co., Inc., is a California

corporation, having an authorized capital of Five

Hundred (500) shares of common stock of the par

value of One Hundred Dollars ($100.00) per share.

There are issued and outstanding Four Hundred

and Thirteen (413) shares of said stock, of which

Fleming is the owner and in possession of One Hun-

dred and Ten (110) shares. The board of directors

and officers of said corporation, hereinafter some-

times designated as the "company," consist of the

following

:

P. L. Fleming, director, president and chairman

of the board;

H. G. Schmieter, director, vice-president and

j
treasurer;

M. Penny, director and secretary.

!
Of said issued shares of stock One Hundred and

i Ninety-three (193) are owned and/or controlled by

I
Franklyn Warner, One Hundred and Ten (110) by

I P. L. Fleming, and One Hundred and Ten by H. G.

Schmieter. Said company is in financial difficul-
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ties and will be unable to continue in business un-

less [413] additional funds are secured by borrow-

ing or otherwise.

Now, Therefore, in consideration of the forego-

ing facts and the promises hereinafter set out on

the part of the respective parties hereto. It Is

Agreed

:

1. Concurrently herewith Fleming has sold to

Hoffman and Hoffman has purchased from Flem-

ing One Hundred and Ten (110) shares of said

company and in payment thereof Hoffman has de-

livered to Fleming his promissory note in the prin-

cipal sum of Two Thousand Seven Hundred Fifty

Dollars ($2,750.00), said promissory note being

in the form of ''Exhibit A" attached hereto and by

reference incorporated herein.

2. It is understood that said company is in-

debted to Fleming on a certain promissory note exe-

cuted by it in favor of Fleming in the principal

sum of One Thousand Dollars ($1,000.00) and

certain accrued and unpaid interest, and also in

the sum of Fifteen Hundred Dollars ($1500.00)

for salary on account of services rendered by Flem-

ing as an officer of said company. Expressly for

the benefit of said company, as well as for the

benefit of Hoffman, Fleming agrees that he will

take no action to enforce the payment of said

note or any part thereof prior to January 15, 1942

;

that if on January 15, 1942, said company shall

pay to Fleming on account of the principal of said

note the sum of Eighty-three Dollars and Thirty-
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seven Cents ($83.3^7) and thereafter, on or before

the 15th day of each succeeding calendar month

until the full principal sum of One Thousand Dol-

lars ($1,000.00) shall have been paid, shall pay to

Fleming the sum of Eighty-three Dollars and

Thirty-three Cents ($83.33), Fleming will take no

action to enforce the payment of said note or any

portion thereof, and when and if [414] the full sum

of One Thousand Dollars ($1,000.00) shall have

been so paid, will fully cancel said note, including

principal and all interest accrued and unpaid

thereon. Fleming further agrees, expressly for the

benefit of said company as well as for the benefit

of Hoffman, that he will not take any action to

enforce his claim against said company for salary

earned and unpaid prior to January 15, 1943, and

that on January 15, 1943, he will agree to a further

extension of the time of jDayment of such claim un-

less on or prior to January 15, 1943, said company

is in a position to pay dividends on its stock ag-

gregating the sum of Fifteen Hundred Dollars

($1500.00), it being expressly agreed that, for the

purpose of determining whether or not said com-

pany is in a position to pay such dividends, sala-

ries paid to officers and/or employees of said com-

pany who during said year have been stockhold-

ers of said company shall be taken to aggregate not

more than Twelve Thousand Dollars ($12,000.00).

Notwithstanding anything to the contrary ap-

pearing in this numbered paragraph, it is expressly

agreed that any agreement herein contained on the
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part of Fleming to defer action to collect any

money due to him from said company shall be no

longer binding if at any time said company shall

be adjudicated bankrupt, or if at any time a writ

of attachment or writ of execution shall be levied

upon any of the physical assets of the company

and shall not be released within ten (10) days

after the same shall have been levied.

Except as to the promissory note aforesaid in

the principal sum of One Thousand Dollars

($1,000.00), and the [415] Fifteen Hundred Dollars

($1500.00) owing as aforesaid on account of salary.

Fleming, expressly for the benefit of said company,

as well as for the benefit of Hoffman, hereby re-

linquishes any and all claims of every kind and

character that he may have against said company

and fully releases and discharges said company

from any indebtedness to him.

3. It is understood that Hoffman has purchased

or is endeavoring to purchase all of the issued and

outstanding stock of said company and that in

connection with such purchases Hoffman has ob-

tained, or proposes to obtain, the agreement of the

other stockholders and officers of the company to

the effect, among other things, as follows:

(a) That each of them will do or cause to be

done each and every thing that may be necessary

to the end that on or before December 4th, 1941,

by a contract duly authorized by the board of di-

rectors of said company, Hoffman shall be employed

or general manager thereof for a term and [416]
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period of 36 months at a salary to be determined

as follows: On or before the 15th day of each cal-

endar month Hoffman shall be paid as partial pay-

ment of his salary for the preceding calendar

month an amount equal to Three Per Cent (3%)
of the gross sales of said corporation for and dur-

ing such preceding calendar month and in addi-

tion such an amount as may from time to time be

agreed upon by Hoffman and the company. Said

management agreement shall also provide that said

Hoffman may arrange to borrow and may borrow

for and on behalf of the company at any time and

from time to time such amounts as he may deem

desirable and upon such terms as he may see fit.

Said management agreement shall be otherwise in

form and substance satisfactory to said Hoffman

and shall specifically provide that the same may
be terminated by Hoffman at any time after Feb-

ruary 28, 1942.

(b) That immediately after said management

agreement has been executed each of the present

officers and directors of said company will resign in

such manner that they may be forthwith replaced

both as officers and directors by such persons as

may be designated by Hoffman.

Fleming hereby agrees that on or before Decem-

ber 4th, 1941, Hoffman shall be employed as Gen-

eral Manager of the company in the manner and

upon the terms hereinbefore set out, and that the

officers and directors of the company shall be re-

placed as hereinbefore specified and that he will
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do or cause to be done each and every thing that

can be done by him to accomplish the agreed re-d

suits; provided, however, that Fleming shall not

be deemed in default hereunder if [417] Hoffman

be not so employed or if said officers and directors

be not so replaced, unless such results are not ob-

tained because of some failure on the part of Flem-

ing to do something which he has the right and

power to do.

Notwithstanding anything to the contrary ap-

l^earing herein, Fleming expressly agrees that if

Hoff'man should be unable with days

to purchase all of the stock of said company upon

terms satisfactory to him, or if, having purchased

the same, he should not be employed as General

Manager of the company as above set forth, or if

the Board of Directors and officers should not be

replaced as hereinbefore specified, then at his op-

tion Hoffman may terminate this agreement and

retransfer and deliver to Fleming said One Hun-

dred and Ten (110) shares of stock purchased

from Fleming, and thereupon said promissory note

given by Hoffman to Fleming shall be canceled and

surrendered to Hoffman and each party hereto shall

be relieved and released from all further obligation

hereunder or under the provisions of said promis-

sory note.

4. Fleming hereby expressly represents and

warrants to Hoffman that all of the liabilities of

the Mission Bell Radio Mfg. Co., Inc., both fixed

and contingent, are disclosed by and shown upon
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that balance sheet of said company of which a

copy, initialed by the parties hereto for identifi-

cation, has been delivered to Hoffman.

5. Hoffman expressly agrees that in the event

any attachment or execution is levied upon any of

the physical assets of the company and for a pe-

riod of ten (10) days Hoffman [118] fails to secure

or cause to be secured a release thereof, then Flem-

ing shall have the right, either alone or in conjunc-

tion with other stockholders, to effect a release of

the lien of such attachment or execution, and there-

upon, at Fleming's option, this contract may be

terminated and in the event of such termination

said One Hundred and Ten (110) shares of stock

purchased from Fleming shall be retransferred and

delivered to Fleming, and said promissory note exe-

cuted by Hoffman in favor of Fleming shall be

canceled, but all payments made by Hoffman to

Fleming on said promissory note shall be retained

by Fleming as liquidated damages.

6. Gross sales of merchandise shall be deemed

to be all sales of merchandise made by the company

after deducting therefrom all merchandise returns

and all allowances made for defective merchandise

or on account of discounted bills. Fleming shall

have the right at all reasonable times to examine

the books and records of said corporation for the

purpose of determining the amomit of said gross

sales. Hoffman agrees that as long as said promis-

sory note, of which ^'Exhibit A" is a copy, shall

remain in effect and any portion thereof shall be
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impaid. he will cause said company to deliver to

the holder of said note at such place in the city of

Los Ang-eles, California, as the holder shall have

designated by a notice in ^^1'iting• to said company,

a full, true and correct statement of the gross sales

of merchandise made by said company during each

month and that such statement for each calendar

month will be so delivered on or before the 15th

day of the succeeding calendar month. [-119]

7. This agTeement shall be binding upon and

shall inure to the benefit of the parties hereto and

as well their respective heii*s, personal representa-

tives and assigTLS.

Executed the day and year first above written.

/s/ H. L. HOFFMAX.
Party of the First Part.

/s/ P. L. FLEMIXG.
Party of the Second Part.

EXHIBIT A

Promissory Xote

$2,750.00. Los Angeles. California.

191L

In installments and at the times and upon the

terms and conditions hereinafter stated, for value

received. I promise to pay to P. F. Fleming at

10601 Ashton Ave., West Los Angeles. California,

Two Thousand Seven Hundred and Fiftv Dollar-s
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($2,750.00). Said principal shall be payable in in-

stallments as follows

:

On the 15th day of January, 1942, and there-

after on the 15th day of each and every calendar

month until the full amount of said principal sum

shall have been paid, an amount equal to One Per

Cent (1%) of the gross sales of all merchandise

sold by Mission Bell Radio Mfg. Co., Inc., a Cali-

fornia corporation, during the preceding calendar

month, the amount of such gross sales to be de-

termined as provided for in the contract to which

reference is hereinafter made
;
provided always that

in no event shall the payment to be made on the

15th day of any calendar month be less than the

simi of One Hundred Dollars ($100.00), and pro-

vided further that if on January 15, 1944, any por-

tion of said principal sum remains unpaid, then

the whole of the amount so remaining unpaid on

said principal sum shall be paid on said 15th day

of January, 1944.

Should default be made in the payment of any

installment of principal due, then, subject always

to the provisions hereof releasing the undersigned

from personal liability [421] the whole sum of

principal shall become immediately due and pay-

able at the option of the holder of this note.

The undersigned hereby assigns, pledges and

transfers to said P. L. Fleming One Hundred and

Ten (110) shares of the common capital stock of

Mission Bell Radio Mfg. Co., Inc., represented by

Certificates Nos as security for the
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full payment of the foregoing note and all indebt-

edness evidenced thereby and for the perform-

ance of each of the agreements of the undersigned

herein contained. The undersigned expressly re-

tains all voting rights to the stock so assigned,

l^ledged and transferred, and to all dividends paid

thereon.

Upon default in the payment of said promis-

sory note or of any installment of principal thereof,

the sole right of the holder of this note shall be

to receive full title to said One Hundred and Ten

(110) shares of stock and to retain any moneys

which have heretofore been paid upon this note,

and in such event the undersigned authorizes the

Mission Bell Radio Mfg. Co., Inc., to transfer said

stock on its books to the holder of this note. This

note is executed pursuant to and as an integral

part of a certain contract dated
,

1941, by and between the undersigned and P. L.

Fleming and is subject to each and all of the pro-

visions of said contract, a signed copy of which

has been delivered to Mission Bell Radio Mfg.

Co., Inc., and may be seen by any person or per-

sons who contemplate acquiring this note or any

interest therein.

This note is executed subject to the exi3ress con-

dition that it is not negotiable and that the under-

signed shall have no personal liability for the in-

debtedness, or any portion of the indebtedness, evi-

denced hereby, it being expressly agreed, however,

that the holder hereof may assign his interest [422]

in this note by way of security or otherwise.
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Upon the payment of the indebtedness hereby

secured, and as well all other charges accrued here-

under, said One Hundred and Ten (110) shares

of stock pledged hereunder shall be forthwith re-

delivered to the undersigned.

This not is executed subject to the further ex-

press condition that the whole or any part of the

principal may be paid at any time and that, if the

whole of the principal be paid within ninety (90)

days from the date hereof, then the principal

amount of this note shall be reduced to the sum

of Two Thousand Four Hundred and Twenty Dol-

lars ($2,420.00).

/s/ H. L. HOFFMAN. [423]

EXHIBIT No. 7

This Agreement, executed in quadruplicate at

Los Angeles, California, December 9th, 1941, by

and between H. L. Hoffman, first party, sometimes

hereinafter designated as "Hoffman," G. Gifford

Davidge, second party, sometimes hereinafter desig-

nated as "Davidge," and Walter D. Douglas, third

party, sometimes hereinafter designated as "Doug-

las,"

Witnesseth

:

The parties herein contracting do so with refer-

ence to the following facts:

Mission Bell Radio Mfg. Co., Inc., hereinafter

sometimes designated as "Mission Bell," is a Cali-

fornia corporation, having an authorized capital
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of Five Hundred (500) shares of common stock of

the par value of One Hundred Dollars ($100.00)

per share. There are issued and outstanding Pour

Hundred Thirteen (413) shares of said stock.

Under date of December 1, 1941, Hoffman en-

tered into a contract in writing with one H. G.

Schmieter relative to the purchase from Schmie-

ter of One Hundred Ten (110) shares of said stock

for the sum of Four Thousand One Hundred Eighty

Dollars ($4,180.00). Said contract provides, among

other things, for the payment of One Hundred Dol-

lars ($100.00) on account of the purchase price

upon the execution of the contract, and for pay-

ments on account of the balance of the purchase

price in equal installments on the 10th day of each

calendar month beginning January 10, 1942 (each

such installment to be an amount equal to One Per

Cent [424] (1%) of the gross sales of all merchan-

dise of said Mission Bell during the preceding cal-

endar month) and, further, that the unpaid bal-

ances of the purchase price shall bear interest at

annum [G.D.]

the rate of Three Per Cent (3%) per month
,
pay-

able monthly, and that the payments on account of

the principal shall be not less than One Hundred

Dollars ($100.00) each month, and for the payment

in full thirty-six (36) months from the date of the

first payment of any balance then unpaid on the

principal amount. Said contract further provides

in effect that Hoffman is to be employed as Gen-

eral Manager of Mission Bell and as part compen-

sation for his services shall receive a monthly
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sum equal to Three Per Cent (3%) of the .s^ross

sales of all merchandise of Mission Bell during; the

preceding calendar month. Said contract also pro-

vides in effect that after Hoffman shall have been

so employed as manager the officers and directors

of Mission Bell shall be replaced by officers and

directors designated by Hoffman. Each of the par-

ties hereto is familiar with said contract and the

same is by reference incorporated herein. Hoffman

has heretofore paid the One Hundred Dollars

($100.00) to be paid as in said contract provided

upon the execution thereof and the One Hundred

Ten (110) shares of stock with which paid con-

tract deals have been issued to Hoffman and have

been by him pledged with Schmieter as security

for the performance of Hoffman's obligations in

and under said contract.

Under date of December 4, 1941, Hoffman en-

tered into a contract in writing with Franklyn

Warner and Helen E. Warner, hereinafter referred

to as "the Warners," whereby Hoffman purchased

from the Warners One Hundred Ninety-three [426]

(193) shares of the stock of Mission Bell and gave

therefor his promissory note in the principal sum

of Four Thousand Eight Hundred Twenty-five Dol-

lars ($4,825.00). Said promissory note provides

that the principal thereof shall be payable in equal

installments each calendar month, commencing on

15th day of January, 1942, each of such installments

to be an amount equal to One Per Cent (1%) of the

gross sales of all merchandise sold by Mission Bell
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during the preceding calendar month provided that

no instalhnent pa3mient shall be less than the sum
of One Hundred Dollars ($100.00), and for the pay- I

ment in full on January 15, 1944, of any balance

then unpaid on the principal amount. Said contract

with said Warners, hereinafter sometimes referred

to as ''the Warner contract," provides for the em-

ployment of Hoffman as General Manager of Mis-

sion Bell and for the appointment of directors and

officers of Mission Bell, substantially as provided

for in the Schmieter contract aforesaid. Each of the

parties hereto is familiar with said Warner contract

and said promissory note and the same are by ref-

erence incorporated herein.

Under date of December 4, 1941, Hoffman entered

into a contract in writing with P. L. Fleming, here-

inafter sometimes referred to as "the Fleming con-

tract," whereby Hoffman purchased from Flem-

ing One Hundred Ten (110) shares of the stock

of said Mission Bell, for which Hoffman executed

his promissory note in the principal sum of Two
Thousand Seven Hundred Fifty Dollars ($2,750.00).

Said promissory note provides that the principal

thereof shall be payable in oqual [H.L.H., G.D.] in-

stallments each calendar month, commencing on the

15th day of January, 1942, each of such installments

to be an amount equal to One Per cent (1%) of the

gross sales of all merchandise sold by Mission Bell

during the preceding calendar month, provided that

no instalhnent payment shall be less than the sum

of One Hundred Dollars ($100.00), and for the
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payment in full on January 15, 1944, of any bal-

ance then unpaid on the principal amount. Said

contract with said Fleming provides for the em-

ployment of Hoffman as General Manager of Mis-

ison Bell and for the appointment of directors and

officers of Mission Bell substantially as provided

for in the Schmieter and Warner contracts afore-

said. Each of the parties hereto is familiar with

said Fleming contract and said promissory note and

the same are by reference incorporated herein.

Said Mission Bell is in financial difficulties and

the same cannot be continued in operation unless

money can be borrowed for the use of said corpo-

ration, and there is a question as to whether said

Mission Bell can be operated successfully even if

money can be secured by borrowing. Hoffman is

willing to lend Two Thousand Dollars ($2,000.00) to

said Mission Bell under the circumstances and upon

the conditions hereinafter set forth and each of the

other parties hereto, upon the conditions herein-

after set forth and not otherwise, is willing to lend

the sum of Four Thousand Dollars ($4,000.00)

to said Mission Bell.

Now, Therefore, in consideration of the forego-

ing facts and the promises hereinafter set forth on

the part of the respective parties hereto, It Is

Agreed

:

1. There shall be lent to Mission Bell forth-

with [427] the sum of Ten Thousand Dollars ($10,-

000.00). Of said sum Hoffman agrees to contrib-

ute the sum of Two Thousand Dollars ($2,000.00)

;
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Davidge agrees to contribute the sum of Four

Thousand Dollars ($4,000.00), and Douglas agrees

to contribute the sum of Four Thousand Dollars

($4,000.00). The loan so made to Mission Bell shall

be evidenced by a promissory note payable on de-

mand, executed by the corporation in favor of

Hoifman as trustee for himself, Davidge and

Douglas, and the respective interests of the per-

sons named in said promissory note and the se-

curity therefor shall be in proportion to their con-

tributions and without priority of one interest

over the other. The determination of what is to

be done or not done with reference to said promis-

sory note and/or the indebtedness evidence thereby

may be made by the contributors of a majority in

amount of the money lent to said Mission Bell

and Hoffman agrees to act in accordance with

any such determination.

2. It is understood and agreed that the parties

hereto shall constitute the Board of Directors

of Mission Bell; that Hoffman shall be the Presi-

dent and General Manager thereof; that Davidge

shall be the Vice-President thereof and that Doug-

las shall be the Secretary and Treasurer thereof.

Each of the parties hereto agrees to do such things

as are proper and lawful to the end that the agree-

ments set out in this numbered paragraph may be

made effective.

the rights which he has in and to the stock of said

Mission Bell and in and under said contracts with
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Schmieter, with the Warners and with Fleming are

held by him in trust for the benefit of himself,

Davidge and Douglas for the purpose of [428]

making effective each and all of the agreements

contained in this contract.

4. When and if Hoffman shall have obtained

full and complete ownership of the stock covered

by said contracts with Schmieter, the Warners and

Fleming, free and clear of any claims arising out of

said contracts and/or the promissory notes referred

to in the contracts with the Warners and Fleming,

Fifty Per Cent (50%) of said stock shall be issued

to and in the name of Hoffman and shall be held

by him in his own right and not as trustee. Twenty-

five Per Cent (25%) thereof shall be issued to and

and shall be held by Davidge as his own separate

property, and Twenty-five Per Cent (25%) thereof

shall be issued to and shall be held by Douglas as

his own separate property, and thereupon the trust

relating to the rights in said contracts and said

stock shall terminate.

5. If at any time any two of the parties to this

contract shall determine that the operations of Mis-

sion Bell cannot be continued successfully, then

Hoffman shall make no further payments to

Schmieter as provided in said contract with

Schmieter, and Hoffman shall make no further pay-

ments upon the aforesaid promissory note to

Franklyn Warner or on the said promissory note to

Fleming, and Hoffman shall do those things which

are to be done by him in such event as provided in

the respective contracts with Schmieter, the War-
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ners and Fleming, and thereupon the trust relative

to the rights in said stock and the rights under said

contracts shall terminate.

6. Hoffman agrees that while he is General

Manager [429] of Mission Bell and is receiving

as whole or part compensation for his services an

amount based upon the gross sales of Mission Bell J

and equal to Three Per Cent (3%) of such gross

sales he will use that portion of his salary which i

is equal to Three Per Cent (37^) of such gross I

sales to make the payments provided for in said I

contracts with Schmieter, the Warners and Flem-

ing and the promissory notes executed by him as

aforesaid in favor of Franklyn Warner and Flem-

ing. If in any month the amount equal to One

Per Cent (1%) of the gross business done by Mis-

sion Bell during the preceding month which is to be

paid under the provisions of each of said contracts

relating to the purchase by Hoffman of stock in

said Mission Bell is less than the One Himdred

Dollar ($100.00) minimum payment to be made as

in each of said contracts provided, then the amount

of the difference shall be contributed by the parties;

hereto in the following proportions: One-half (%)
thereof by Hoffman; One-fourth (i^) thereof by

Davidge; and One-fourth (14) thereof by Douglas.

The amounts required to pay interest to Schmieter

j

as provided in the contract with him shall be con-

tributed in like manner by the parties hereto. None]

of said contributions shall be made when and if it]

shall have been determined that no further payments!

are to be made under said contracts or upon the!

promissory notes in favor of Franklyn Warner and!

Fleming.
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7. An executed copy of this agreement shall be

filed with Mission Bell to evidence the interest of

the respective jjarties hereto in and to the stock of

said corporation.

8. None of the parties hereto shall transfer,

assign, hypothecate or otherwise dispose of any in-

terest in and under this contract and/or in and to

any interest in any trust declared and/or created

hereby
;
provided, however, that nothing herein con-

tained shall prevent the interest of any such party

from passing by testamentary disposition or by the

laws of succession, but nothing herein contained

shall give to any person other than Hoffman any

right to be the General Manager of Mission Bell

except with the consent of the other parties hereto.

,As between the parties hereto it is agreed that in

the event of Hoffman's death one of the other par-

ties hereto may be made General Manager of Mis-

sion Bell and may receive compensation for his

services as such sunilar to that received by Hoff-

man, and in such event a portion of his compen-

sation equal to Three Per Cent (3%) of the gross

sales of Mission Bell shall be used to make the

monthly payments to be made under the provisions

of said contracts with Schmieter, the Warners and

Fleming.

Executed the day and year first above written.

/s/ H. L. HOFFMAN,
/s/ G. GIFFORD DAVIDGE,
/s/ WALTER D. DOUGLAS. [431]
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EXHIBIT No. 10

HOFFMAN RADIO CORPORATION

ANALYSIS OF REVISED SURPLUS

Dr. Cr.

JBalance 12/31/39 per Books S 8,293.75*

j

Loss for Year 1940 $ 11,891.50

1 Adjustment Paid in Surplus.. $ 1,000.00

iBalance 12/31/40 19,185.25*

j

Loss 1941 15,470.54

1
Write Off of Goodwill 14,130.64

'Balance 12/31/41 48,786.43*

Profit 1942 36,389.06

1942 Income Tax 2,386.77

Balance 12/31/42 14,785.14*

Profit 1943 171,432.94

1943 Income Tax 137,146.381

Post War Refund 13,386.71t

Balance 12/31/43 32,889.13t

t Computation does not reflect the tax deficiency on the deduction dis-

jallowance at issue herein.

;
* Figures in red.
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EXHIBIT No. 12

Minutes of Special Meeting of Board of Directors

of Mission Bell Radio Mfg. Co. Inc.

A Special Meeting- of the Board of Directors

of Mission Bell Radio Mfg. Co. Inc., was held on

December 4th, 1941, at the hour of 3:00 o'clock

P.M. immediately following the meeting of Stock-

holders. Present at said meeting were the follow-

ing directors: P. L. Fleming and M. E. Penney.

There was also present at said meeting Mr. H. L.

Hoffman, a stockholder of this corporation who

holds 108 shares of the capital stock of this corpo-

ration acquired from H. G. Schmieter. The Chair-

man called the meeting to order and the following

proceedings were had:

It was brought to the attention of the Board

that Director H. G. Schmieter had transferred and

assigned his stock in this corporation and had ten-

dered his resignation dated December 1, 1941, as

Vice-President and Treasurer and as a member of

the Board of Directors. Upon motion duly made,

seconded and unanimously carried the resignation

of said H. G. Schmieter was accepted.

A vacancy in the Board existing by reason of the

foregoing resignation, upon motion duly made, sec-

onded and carried, Mr. H. L. Hoffman was nomi-

nated and duly elected as a Director of this cor-

Xjoration in the place and stead of said H. G.

Schmieter. Mr. H. L. Hoffman being present ac-

cepted said office. [436]

The matter then came before the Board of em-

I^loying H. L. Hoffman as the General Manager of
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this corporation. Thereupon and upon motion

duly made, seconded and unanimously carried, the

following resolution was unanimously adopted:

Resolved: That P. L. Fleming, as President, and

M. E. Penney, as Secretary be and they are hereby

authorized and directed for and on behalf of this

corporation to have prepared and to execute a con-

tract for and on behalf of this corporation to and

with said H. L. Hoffman wherein and whereby said

H. L. Hoffman shall be employed by this corpo-

ration as General Manager thereof for a term and

period of thirty-six (36) Months from and after

the date hereof, at a salary to be computed as fol-

lows, to wit: On or before the 15th day of each

calendar month said Hoffman shall be paid as par-

tial payment for his services for each preceding

calendar month a sum equal to 3% of all gross

sales of this corporation for and during such each

preceding calendar month, and in addition thereto

said Hoffman shall be paid such other amounts as

may from time to time hereafter be agreed upon be-

tween this corporation and said H. L. Hoffman.

That said contract shall further provide that said

Hoffman shall have the power and be authorized

to borrow for and on behalf of this corporation at

any time and from time to time such amounts as

he may deem desirable and upon such terms as he

may see fit. By said contract said H. L. Hoffman

will agree to render such services as General Mana-

ger for the period of thirty-six months above spe-

cified, subject to the right of said Hoffman to ter-
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minate said agreement at any time on or after

February 28th, 1942, as he may elect.

Mr. Hoffman then advised the Board that he had

negotiations pending to acquire the stock of this

corporation owned by M. E. Peimey, J. Baum and

Helen Warner.

Mr. Fleming advised the Board that under and

pursuant to a transaction pending between H. L.

Hoffman and Helen Warner whereby Hoffman may
acquire the stock of said Helen Warner, that in

order to consummate the same said Helen Warner
and her husband Frankljoi Warner require a re-

lease to be executed [437] by this corporation re-

leasing said Helen Warner and Franklyn Warner

of any and all claims of any kind or character

which this corporation may have or may assert as

as against them or either of them.

The Board was then advised that this corpora-

tion has no claims as against said Helen Warner

and Franklyn Warner, but that nevertheless in

order that said transaction of Mr. Hoffman with

them might be consummated it w^as the concensus

of opinion that this corporation should execute

such release. Thereupon on motion duly made, sec-

onded and carried, the following resolution was

unanimously adopted:

Resolved: That P. L. Fleming, as President of

this corporation be, and he is hereby authorized

to execute a release for and on behalf of this cor-

poration releasing and discharging said Helen War-

ner and/or Franklyn Warner from any and all
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claims of any kind or character which this corpo-

ration may have or may assert as against said Helen

Warner and/or Franklyn Warner.

Mr. Hoffman thereujjon requested the Board to

adjourn and recess this meeting for a period of

thirty minutes. Thereupon upon motion duly made,

seconded and carried the meeting was adjourned

and recessed for one-half hour.

The meeting of the Board reconvened at 3:30

P.M., same day, and same persons being present.

Mr. Hoffman advised the Board that during the

recess period he had consmnmated his transac-

tion for the acquisition of the stock of M. E. Pen-

ney, J. Baum and Helen Warner, and also con-

smnmated a transaction for the acquisition of the

stock of P. L. Fleming. Thereupon M. E. Pen-

ney tendered her resignation as Secretary and as a

Director of this corporation. Upon motion duly

made, seconded and carried said resignation was

acceiJted. In order to fill the vacancy created by the

resignation of said M. E. Penney, Mr. Walter

Douglas, II. was thereupon unanimously elected

a Director of this corporation in the place and

stead of said M. E. Penney.

Mr. P. L. Fleming then tendered his resigna-

tion as President and as a Director of this corpo-

ration, which resignation, on motion duly made,

seconded and carried, was accei^ted. Thereupon

on motion duly made, seconded and carried, Mr.

Gift'ord Davidge was elected as a Director of this

corporation in the place and stead of P. L. Flem-
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ing. Mr. Douglas and Mr. Davidge both being pres-

ent accepted said offices.

By reason of the foregoing proceedings the

Board of Directors consisting of H. L. Hoffman,

Walter Douglas, II. and Gifford Davidge assumed

their respective positions as Directors, and pro-

ceeded to and did by motion moved, seconded and

unanimously carried elect the following to be offi-

cers of this corporation, to wit: H. L. Hoffman,

as President, Walter Douglas, II. as Vice-Presi-

dent and Treasurer, and Grifford Davidge as Sec-

retary.

There being no further business to come before

the meeting, the same was on motion duly made,

seconded and carried, adjourned.

/s/ P. L. FLEMING,
/s/ M. E. PENNEY,
/s/ H. L. HOFFMAN,
/s/ WALTER DOUGLAS, IL,

/s/ GIFFORD DAVIDGE. [439]

EXHIBIT No. 13

Meeting of the Board of Directors of the Mission

Bell Radio Mfg. Co., Inc.

Held at 3765 South Broadway Place, Los An-

geles, California, on the 14th day of May, 1942.

We, the undersigned, being the majority of the

Board of Directors of the Mission Bell Radio
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Mfg. Co., Inc., hereby give our written consent to

the meeting of the Board of Directors on the above

date

:

Present

:

/s/ H. L. HOFFMAN,
/s/ WALTER D. DOUGLAS.

The meeting was called to order and the follow-

ing business came before the house:

It was brought before the Board of Directors

by Mr. Hoffman that contracts on hand with Ben-

dix Aviation, Ltd., amounted to approximately

$300,000 and that prospects for future military

w^ork seemed to be promising. It was also pointed

out that our present quarters were not adequate

for the volume and type of work that we are doing,

and they also do not meet the requirements of the

Signal Corps.

Negotiations with the Lloyd Corporation through

the Ross W. Campbell Company have been under

way for a new lease at 3430 South Hill. The terms

of this lease were discussed. A motion was made

to accept the lease on certain basis. Copies of these

terms are attached to the minutes of this meeting

as well as the lease. The motion was seconded and

carried.

It w^as suggested by Mr. Hoffman that copy of

our letter of March 10 relative to salary and bonus

arrangement with Mr. Walter S. Harmon be re-

corded in the minutes of the Corporation. This was

agreed upon inasmuch as all members of the Board
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of Directors were familiar with this arrangement,

and copy of this contract is inchided in the min-

utes of the meeting.

The subject of management personal cars was

also discussed at this meeting and it was decided

that a Packard 1942 Clipper of Mr. H. L. Hoff-

man would be registered in the Company's name
and his account credited with the market value

of the car. Mr. Hoffman in turn would take a lien

on the car until such time as the car is either paid

for or transferred back to Mr. Hoffman. Motion

was duly made, seconded and carried. [440] It

was also decided that the 1940 Pontiac Station

Wagon of Mr. Walter Douglas would also be reg-

istered in the Company's name and his account

credited with the market value of the station wagon.

Mr. Douglas in turn would take a lien on the sta-

tion wagon until such time as it is either paid for

or transferred back to Mr. Douglas. Motion was

duly made, seconded and carried.

Salaries for executives of the Company w^ere dis-

cussed. It was pointed out by Mr. Hoffman that it

would be necessary to terminate his connection

with Peerless Electrical Products Company because

of his duties at Mission Bell Radio Mfg. Co., and

thereby eliminate this source of income. To com-

I

pensate for this, motion was duly made, seconded

and carried that his salary would be set at $800.00

j

per month.

I

Motion was made by Mr. Hoffman that the sal-

I

ary of Mr. Walter D. Douglas be set up on the
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books at $350.00 per month. Motion was duly sec-

onded and carried.

It was also discussed that officers and members

of the Board of Directors who were called into the

armed services w^ould be given a leave of absence

and paid a nominal salary of $100.00 per month.

Motion duly made, seconded and carried.

Approved

:

/s/ H. L. HOFFMAN,
/s/ WALTER D. DOUGLAS,

Treasurer. [441]

Mar. 10, 1942.

Mr. Walter S. Harmon
3765 So. Broadway PL
Los Angeles, Calif.

Dear Mr. Harmon:

Confirming our conversation and verbal agree-

ment in January, this letter is to confirm our ar-

rangement at that time. Mission Bell Radio Mfg.

Co., Inc., will pay you a salary of Seventy-five Dol-

lars ($75.00) per week.

In addition to the above, we will pay you an over-

ride of one per cent (1%) on the gross volume of

business done by the Company after excise tax and

other applicable taxes are deducted.

Payment of this bonus will be made annually and

semi-annually if agreeable to both parties.
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This arrangement will be applicable to the year

1942 and renewable upon the consent of both

parties.

Sincerely yours,

MISSION BELL RADIO MFG.
CO., INC.

By H. L. HOFFMAN, Pres.

HLH:G

EXHIBIT No. 14

Agreement'&'

This Agreement, executed in duplicate at Los

Angeles, California, this 4th day of December,

1941, by and between Mission Bell Radio Mfg. Co.

Inc., a corporation, hereinafter referred to as First

Party, and H. L. Hoffman, of Los Angeles, Cali-

fornia, hereinafter referred to as Second Party;

Witnesseth

:

That First Party does hereby agree to and does

employ Second Party to act and serve as Oeneral

Manager of this corporation for a period of thirty-

six (36) months from and after the date hereof.

That for said services Second Party shall be paid

as follows, to wit: On or before the 15th day of

each calendar month said Second Party shall be

paid as partial payment for his services for each

preceding calendar month an amount equal to
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three per cent (3%) of all gross sales of this cor-

poration for and during such each preceding cal-

endar month, and in addition thereto First Party

will pay to Second Party such other amounts as

may hereafter from time to time be mutually agreed

upon between the parties hereto.

Said Second Party as such General Manager

shall have full authority to carry on and direct the

business and dealings of said corporation, and for

that purpose shall have full power to make and en-

ter into contracts for and on behalf of said corpo-

ration necessary thereto.

It is further distinctly miderstood and agreed

that the Second Party as such general manager

shall be and is hereby authorized and empowered

to arrange for and borrow for and on behalf of

this corporation at any time during the term of

said contract of employment and from time to time

such amounts as he [443] as said General Manager

may deem desirable and necessary, and upon such

terms as he may see fit.

Second Party agrees to render services as Gen-

eral Manager of said corporation upon the terms

and conditions above provided and for the term

above specified, subject to and provided, however,

and the parties do now hereby so agree that said

Second Party shall have the right to terminate and

cancel this agreement and to resign as such Gen-

eral Manager at any time on and after February

28th, 1942.

i
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In Witness Whereof, the parties hereto have

caused these presents to be executed in duplicate

the day and year first hereinabove written.

(Seal) MISSION BELL RADIO MFG.
CO., INC.,

By /s/ P. L. FLEMING,
President,

and By /s/ M. E. PENNEY,
Secretary. " First Party .

"

/s/ H. L. HOFFMAN,
''Second Party." [444]

EXHIBIT No. 15

March 10, 1942.

Mr. Walter S. Harmon
3765 So. Broadway PL, Los Angeles, Calif.

Dear Mr. Harmon:

Confirming our conversation and verbal agree-

ment in January, this letter is to confirm our ar-

rangement at that time. Mission Bell Radio Mfg.

Co., Inc., will pay you a salary of Seventy-five

Dollars ($75.00) per week.

In addition to the above, we will pay you an

override of one per cent (1%) on the gross vol-

mne of business done by the Company after excise

tax and other applicable taxes are deducted.

Payment of this bonus will be made annually

and semi-annually if agreeable to both parties.
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This arrangement will be applicable to the year

1942 and renewable upon the consent of both par-

ties.

Sincerely yours,

MISSION BELL RADIO MFG.
CO., INC.,

By /s/ H. L. HOFFMAN,
HLG:G President.

EXHIBIT 16

December 16, 1942.

Mr. Walter S. Harmon
3430 South Hill St., Los Angeles, Calif.

Dear Mr. Harmon:

Confirming our verbal agreement, this letter will

renew the arrangement we have as of March 10,

1942, covering the salary and override commission

of one per cent (1%). This renewal will stay in force

for the year 1943 and will be subject to the same

terms of renewal as that outlined in our letter of

March 10, 1942.

Will you please indicate your acceptance of this

program and we will have it filed in the Minutes of

our meeting.

Very truly yours,

MISSION BELL RADIO MFG.
CO., INC.,

By /s/ H. L. HOFFMAN,
HLH :ge President.

Accepted : Walter S. Harmon.
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EXHIBIT No. 19

Payments Made to Officers

1942

H. L. Hofeman, President $18,688.52

W. S. Harmon, Vice President 7,244.18

R. A. Yarcho, Secretary 2,483.25

1943

H. L. Hoffman, President $63,613.20

W. S. Harmon, Vice President.... 22,171.08

U. A. Yarcho, Secretary 5,762.26
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In the United States Court of Appeals

for the Nintli Circuit

The Tax Court of the United States

Docket No. IKicSII

HOFFMAN RADIO CORPORATION (Former-

ly Mission Bell Radio Mfg. Co., Inc.),

Appellant,

vs.

COMMISSIONER OF INTERNAL REVENUE,

Appellee.

PETITION FOR REVIEW OF DECISION OF
THE TAX COURT OF THE UNITED
STATES

Comes now Hoffman Radio Corporation, the ap-

pellant herein, through its counsel of record, and

respectfully petitions for a i-eview in the United

States Circuit Court of Appeals for the Ninth

Circuit of the final decision of The Tax Court of

the United States entered on September 22, 1948.

I.

Nature of the Controversy

The controversy involves a determination, under

Section 23(a)(1) of the Internal Revenue Code

and the regulations and rulings of the appellee

promulgated thereunder, of what is a reasonable al-

lowance for the calendar taxable year 1943 for sal-

ary or other compensation paid by ai)pellant to

H. L. Hoffman, its President and General Man-

ager, for personal services actually rendered.
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Under date of May 9, 1946, the Commissioner

of Internal Revenue determined deficiencies in

the following taxes and amounts against the ap-

pellant for the calendar taxable year 1943:

Declared value excess profits tax de-

ficiency $1,334.34

Income tax deficiency 3,279.24

Excess profits tax deficiency 51,331.77

The asserted deficiencies were occasioned by several

adjustment to income, only one of which was con-

tested by the appellant, namely, appellee's deter-

mination that the appellant, in reporting taxable

income for the year 1943, was not entitled to de-

ductions for the following: [456]

$38,613.20 of the $63,613.20 compensation for

personal services paid to H. L. Hoffman, its Pres-

ident and General Manager.

$10,171.08 of the $22,171.08 compensation for

personal services paid to W. S. Harmon, its Vice

President and Chief Engineer.

The appellant field a timely appeal with The

Tax Court of the United States, and the proceed-

ing was tried in Los Angeles, California, on De-

cember 11 and 12, 1947, before the Honorable

Richard L. Disney, Judge of The Tax Court of

the United States. Under date of June 29, 1948, the

Tax Court of the United States entered its Memor-

andum Findings of Fact and Opinion, and stated that

decision would be entered under its Rule 50. The

appellee filed a computation for entry of decision

mider said Rule 50, to which computation the ap-

pellant filed its consent, and on September 22,

1948, The Tax Court of the United States entered
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its decision that there are doficieiicies in the in-

come and excess profits taxes of the ai)p('llant

for the calendar taxable year 1943 in the r('S])ec-

tive amounts of $3,279.24 and $32,262.38, and that

there is no deficiency in the declared value excess-

profits tax of the appellant for said year. [457]

The deficiencies in income and excess i)rofits

taxes decided by The Tax Court of the United

States were based (aside from adjustments to in-

come not at issue before the Tax Court) on the

determination that the appellant, in reporting

taxable income for the calendar taxable year 1943,

was not entitled to a deduction for $23,613,20 of

the $63,613.20 compensation for personal services

paid to H. L. Hoffman, its President and General

Manager. Thus, the deficiencies determined by The

Tax Court of the United States differ from the

deficiencies originally determined by the appellee

in that the Tax Court decided that the appellant

was entitled to deduct all, instead of only $12,-

000.00 as determined by the appellee, of the $22,-

171.08 compensation for personal services paid

to W. S. Harmon, its Vice President and Chief

Engineer, and that it was entitled to deduct $40,-

000.00, instead of $25,000.00 as determined by the

appellee, of the $63,613.20 compensation for per-

sonal services imid to H. L. Hoffman, its Presi-

dent and General Manager.

The appellant respectfully submits that under

Section 23(a)(1) of the Internal Revenue Code

and the regulations and rulings of the appellee

promulgated thereunder, a reasonable allowance

for the calendar taxable year for salary or other



554 Hoffman Radio Corporation vs.

compensation paid by [458] appellant for per-

sonal services actually rendered by H. L. Hoff-

man, its President and General Manager, is $63,-

613.20 instead of $40,000.00 as determined by The

Tax Court of the United States.

II.

The Court in Which Review Is Sought

The United States Circuit Court of Appeals for

the Ninth Circuit is the Court in which review

of the decision of The Tax Court of the United

States is sought pursuant to the provisions of Sec-

tion 1141 of the Internal Revenue Code.

III.

Venue

The final decision of The Tax Court of the

United States was entered on September 22, 1948.

The appellant now is, and at all material times

has been, a corporation organized under the laws

of the State of California, with its principal office

and i)lace of business in the County of Los An-

geles, State of California, which Comity is within

the Sixth Collection District of California and

within the Ninth Judicial Circuit of the United

States. The returns of tax of the appellant in

respect to which the contested tax liability arises

w^ere made to the United States Collector of In-

ternal Revenue for the said Sixth Collection Dis-

trict of California, and the office of said Collec-

tor is located at Los Angeles, California, and is

within the Ninth Judicial Circuit of the United

States.
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The appellant and appellee have not stipu-

lated that the said final decision of The Tax Court

of the United States may be reviewed by any

United States Circuit Court of Appeals other

than the one herein designated.

V.

The applicant avers that in the record and pro-

ceedings before The Tax Court of the United

States, and in the findings of facts, opinion, and

decision of said Court, manifest error occurred

and intervened to the prejudice of the appellant.

Wherefore, appellant prays that the decision

of The Tax Court of the United States be re-

viewed by the United States Circuit Court of Ap-

Ijeals for the Ninth Circuit; that a transcript of

the record be prepared in [460] accordance with

the law and the rules of, or governing, said Courts,

and be transmitted to the Clerk of the United

States Circuit Court of Appeals for the Ninth

Circuit for filing; and that appropriate action be

taken that the errors complained of may be re-

viewed and corrected by said Circuit Court of

Appeals.

Dated November 18, 1948.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS,

Counsel for Appellant.

Of Counsel

:

/s/ L. A. LUCE,

[Endorsed] : T.C.U.S. Filed Nov. 30, 1948.
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The Tax Court of the United States

[Title of Cause.]

NOTICE OF FILING OF PETITION
FOR REVIEW

To: Hon. Charles Oliphant, Chief Counsel, Bu-

reau of Internal Revenue, Washington, D. C.

You are hereby notified that the petitioner on

the 30th day of November, 1948, filed with the

Clerk of The Tax Court of the United States

at Washington, D. C, a petition for review by

the United States Circuit Court of Appeals for

the Ninth Circuit of the decision of The Tax

Court of the United States entered on Septem-

ber 22, 1948, in the above-entitled proceeding;

and a copy of said petition for review, as filed,

is [462] attached hereto and served upon you with

the service of this notice.

Dated Nov. 30, 1948.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS,

Counsel for Petitioner.

Of Counsel:

/s/ L. A. LUCE,

[Acknowledgment of Service.) [463]

[Endorsed] : T.C.U.S. Filed Nov. 30, 1948.
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[Title of Tax Court and Cause.]

MOTION FOR ORDER DIRECTING TRANS-
MISSION OF EXHIBITS IN ORIGINAL
FORM ON APPEAL

Comes now Hoft'man Radio Corporation, the pe-

titioner herein, through its counsel of record, and

respectfully moves as follows:

Whereas, the petitioner has filed a petition for

review by the United States Circuit Court of Ap-

peals for the Ninth Circuit of the Decision en-

tered on September 22, 1948, by The Tax Court

of the United States in the above-entitled proceed-

ings; and

Whereas, the petitioner will designate for in-

clusion in the record on review in this cause the

following among other things: [464]

1. The Stipulation of Facts filed on December

11, 1947, together with Exhibits 1 to 22, both inclu-

sive, attached thereto.

2. Petitioner's Exhibits 1 to 5, both inclusive,

filed at the hearing.

3. Respondent's Exhibits A to G, both inclu-

sive, filed at the hearing, but excluding Exhibit

H not introduced into evidence; and

Whereas, the petitioner submits that it will serve

the ends of economy and practicality in the prepara-

tion of the records on review, and materially ac-

celerate the progress of the appeal, if this Hon-

orable Court would enter an order in conformity
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with Rule 75 in the Federal Rules of Civil Proce-

dure that the above-mentioned stipulations and ex-

hibits should be transmitted in their original form

to the Clerk of the United States Circuit Court of

Appeals for the Ninth Circuit;

Now, Therefore, petitioner respectfully moves

that an order be entered by this Honorable Court

directing that the stipulations and exhibits here-

inbefore set forth be transmitted to the Clerk of

the United States Circuit Court of Appeals for

the Ninth Circuit in their original form with the

record on review in this cause, and containing such

further directions regarding the safekeeping, [465]

transportation, and return thereof as this Honor-

able Court shall deem proper.

Dated Nov. 30, 1948.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS,

Comisel for Petitioner.

Of Counsel:

/s/ L. A. LUCE. [466]

[Endorsed] : T.C.U.S. Filed December 16, 1948.
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[Title of Tax Court and Cause.]

ORDER FOR TRANSMISSION OF EXHIBITS

Upon stipulation of the parties in the above case

for transmission of original documents to the

United States Court of Appeals for the Ninth Cir-

cuit, it is

Ordered: that petitioner's Exhibits 1 to 5, both

inclusive, and respondent's A to G, both inclu-

sive, be transmitted by The Tax Court of the

United States to the Clerk of the United States

Court of Appeals for the Ninth Circuit as phys-

ical documents in lieu of reproduction of copies

in the certified record on review.

Dated: Washington, D. C, December 29, 1948.

(Seal) /s/ R. L. DISNEY,
Judge.

[Title of Tax Court and Cause.]

STATEMENT OF POINTS TO BE RELIED
UPON ON APPEAL AND DESIGNATION
OF CONTENTS OF RECORD ON REVIEW

To: The Clerk of The Tax Court of the United

States, and to the Commissioner of Internal

Revenue

:

Comes now Hoffman Radio Corporation, the pe-

titioner herein, through its counsel of record, and

states the following:

I. Statement of Points to Be Relied Upon on

Appeal.
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The petitioner avers that The Tax Court of the

United States erred: [468]

(A) In tinding and determining that there are

deficiencies in the income and excess profits taxes

of the i^etitioner for the calendar taxable year

1943 by reason of the disallowances as a deduction,

in computing taxable income of $23,613.20 of the

$63,613.20 compensation for personal services ac-

tually rendered, paid by petitioner to H. L. Hoff-

man, its President and General Manager, in 1943.

(B) In failing to find and decide that, within

the meaning of Section 23(a)(1)(A) of the In-

ternal Revenue Code, a reasonable allowance for

salary and contingent compensation for personal

services actually rendered, paid by petitioner in

1943 to H. L. Hoffman, its President and General

Manager, under a contract dated December 4, 1941,

was at least $63,613.20.

(C) In finding and deciding, without any evi-

dence or substantial evidence m support thereof,

that reasonable compensation for services per-

formed by H. L. Hoffman, the President and Gen-

eral Manager of the petitioner, for the year 1943

was only $40,000.00.

(D) In misinterpreting and failing to give

proper legal effect to Section 29.23 (a) -6 of United

States Treasury Department Regulations 111. [469]

(E) In disregarding the rule, established by

Section 29.23(a) -6 of United States Treasury De-

partment Regulations 111 and settled court deci-

sions, that under Section 23(a)(1)(A) of the In-

ternal Revenue Code, in determining a reasonable

allowance for compensation paid, the circumstances
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to be taken into consideration are those existing' at

the date when the contract for services was made,

not those existing at the date when the contract is

questioned.

(F) In finding and deciding, without any evi-

dence or substantial evidence in support thereof,

that the contract of employment, dated December

4, 1941, between the petitioner and H. L. Hoff-

man, was not the result of a free bargain between

the parties to secure the services of Hoffman; and

in failing to find and decide that said contract

was the result of a free bargain between the par-

ties to secure the services of Hoffman.

(Gr) In failing to give proper legal eff'ect to the

fact that, in the case of a contingent comi^ensation

contract based on a percentage of the employer's

gross sales where the business and fiscal activities

of the employer overlap several calendar years, as

are the facts foimd in this proceedings, the com-

pensation [470] paid the employee for any one year

is in part compensation for personal services ren-

dered by the employee in prior years as well as

the year of payment.

(H) In disregarding the unimpeached testimony

of qualified and competent expert witnesses that

the compensation of $63,613.20 paid by petitioner

to H. L. Hoffman in 1943 was reasonable.

(I) In misinterpreting and failing to give

proper legal effect to the evidence of compensation

paid for like services by like enterprises under like

circmnstances, in accordance with the rule estab-

lished by Section 29.23 (a) -6 of United States Treas-
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ury Department Regulations 111 and settled court

decisions.

II. Designation of Contents of Record on Re-

view.

The petitioner designates for inclusion in the rec-

ord on review in this proceeding the following:

The complete record of all the proceedings and

evidence taken before The Tax Court of the United

States and all matters required to be included

therein by Rule 75(g) of the Federal Rules of

Civil Procedure, giving effect, when possible, to the

admonitions of Rule 75(e) of the Federal Rules of

Civil Procedure, and including the following: [471]

(A) Docket entries of all the proceedings before

The Tax Court of the United States.

(B) The pleadings, including the Petition of

the petitioner, together with the annexed copy of

the statutory deficiency notice, and the Answer of

the respondent.

(C) The Memorandum Findings of Fact and

Opinion entered June 29, 1948.

(D) The Decision entered September 22, 1948.

(E) The Official Report of Proceedings, pages

1 to 342, both inclusive.

(F) The Stipulation of Facts filed on December

11, 1947, together with Exhibits 1 to 22, both in-

clusive, attached thereto.

(G) Petitioner's Exhibits 1 to 5, both inclusive,

filed at the hearing.

(H) Respondent's Exhibits A to G, both in-

clusive, filed at the hearing, but excluding Exhibit

H, not introduced into evidence.
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(I) The Petition for Review of Decision of the

Tax Court of the United States.

(J) The Notice of Filing of Petition for Re-

view, together with proof of service thereof and

service of the aimexed copy of the Petition for Re-

view. [472]

(K) The Motion, together with proof of serv-

ice thereof, and the Order re transmission of docu-

ments in original form.

(L) This document, together with proof of serv-

ice thereof.

Dated Nov. 30, 1948.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS,

Counsel for Petitioner.

Of Counsel:

/s/ L. A. LUCE,

(Acknowledgment of Service.) [473]

[Endorsed] : T.C.U.S. Filed Dec. 16, 1948.

[Title of Tax Court and Cause.]

CERTIFICATE

I, Victor S. Mersch, clerk of The Tax Court of

the United States, do hereby certify that the fore-

going pages, 1 to 474, inclusive, contain and are a

true copy of the transcript of record, papers, and

proceedings on file and of record in my office as
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called for by the Praecipe in the appeal (or ap-

peals) as above numbered and entitled.

In testimony whereof, I hereunto set my hand

and affix the seal of The Tax Court of the United

States, at Washington, in the District of Colum-

bia, this 30th day of December, 1948.

[Seal] /s/ VICTOR S. MERSCH,
Clerk, The Tax Court of the

United States.

[Endorsed]: No. 12144. United States Court

of Api^eals for the Ninth Circuit. Hoffman Radio

Corporation, Petitioner, vs. Commissioner of In-

ternal Revenue, Respondent. Transcript of the

Record. Petition to Review a Decision of The Tax

Court of the United States.

Filed January 4, 1949.

/s/ PAUL P. O'BRIEN,
Clerk of the United States Court of Appeals for

the Ninth Circuit.
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In the United States Court of Api)eals for the

Ninth Circuit

No. 12144

HOFFMAN RADIO CORPORATION, (For-

merly Mission Bell Radio Mfg. Co., Inc.),

Petitioner,

vs.

COMMISSIONER OF INTERNAL REVENUE,

Respondent.

MOTION FOR ENLARGEMENT OF TIME
FOR THE PREPARATION, TRANSMIS-
SION AND FILING OF THE RECORD
UPON PETITION FOR REVIEW

Comes now Hoffman Radio Corporation, the Pe-

titioner on review in the above-entitled cause, by

and through its counsel of record and moves that

the time for the preparation, transmission and fil-

ing in this Honorable Court of the record upon

Petition for Review by the Clerk of the Tax Court

of the United States be enlarged by a period of

thirty days or until February 8, 1949.

In support of this motion, the Petitioner states

the following facts and submits the attached affi-

davit.

The Petition for Review in this cause was filed

with The Tax Court of the United States on No-

vember 30, 1948, and the time for preparing and

transmitting the record by the Clerk of The Tax

Court of the United States will expire on Janu-

ary 9, 1949. No previous extension of time has been
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granted. Owing to the necessity of obtaining an

agreement between the parties as to the contents

of the record and the voluminous nature of the

record which must be prepared, the Clerk of The
Tax Court will not be able to complete and trans-

mit the record by January 9, 1949.

Wherefore, the Petitioner respectfully requests

the Court to order, pursuant the Rules 13 and 31

(3) of the Court, that the time to prepare, trans-

mit and file the record in this cause be enlarged

to February 8, 1949.

Dated this 21st day of December, 1948.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS.

[Endorsed] : T.C.U.S. Filed Dec. 29, 1948.

[Endorsed] : Filed January 4, 1949. Paul P.

O'Brien, Clerk.

AFFIDAVIT IN SUPPORT OF MOTION FOR
ENLARGEMENT OF TIME

County of Los Angeles,

State of California—ss.

Harrison Harkins, being first duly sworn, de-

posed and says:

That he is one of counsel for the Hoffman Radio

Corporation, and that on November 30, 1948, said

corporation filed with the Clerk of the Tax Court

of the United States a Petition for Review wherein

and whereby the said corporation petitioned the

Review wherein and whereby the said corporation

petitioned the United States Court of Appeals for
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the Ninth Circuit to review the decision of the

Tax Court of the United States in the cause of

Hoffman Radio Corporation v. Conunissioner of

Internal Revenue, Tax Court Docket No. 11683;

That counsel for said petitioner forthwith sought

to obtain an agreement with counsel for the respond-

ent in said cause as to the contents of the record

on appeal, but such agreement was not reached

and the designation of record was not filed until

December 16, 1948;

That the record on appeal is voluminous

;

That the affiant is informed and believes, and on

that ground states, that due to the facts recited

herein the Clerk of The Tax Court of the United

States will not be able to complete, transmit and

file the record on appeal by January 9, 1949

;

That no previous enlargement of time has been

ordered in said cause.

/s/ HARRISON HARKINS.

Subscribed and sworn to before me this 21st day

of December, 1948.

[Seal] PEARL ANDERSON,
Notary Public in and for said County and State.

My commission expires on Sept. 3, 1950.

Ordered Time Extended as Prayed for.

(Seal) /s/ WILLIAM DENMAN,
Chief Judge, U. S. Court of Appeals for the Ninth

District.

A true copy. Attest: Dec. 23, 1948. Signed Paul P.

O'Brien, Clerk.

[Endorsed]: Filed December 23, 1948. Paul P.

O'Brien, Clerk.
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[Title of U. S. Court of Appeals and Cause.]

APPELLANT'S STATEMENT OF ERRORS
RELIED UPON AND DESIGNATION OF
PARTS OF THE RECORD TO BE
PRINTED

Comes now Hoffman Radio Corporation, the ap-

pellant, by and through its counsel of record, and
states the following:

I. Statement of Errors Relied Upon.

The appellant avers that in the record and pro-

ceedings before The Tax Court of the United

States and in the opinion, findings of fact, and de-

cision rendered by said Court, manifest error oc-

curred and intervened to the prejudice of the ap-

pellant, who now assigns the following points on

which appellant intends to rely in this proceeding:

The Tax Court of the United States erred:

(A) In finding and determining that there are

deficiencies in the income and excess profits taxes

of the appellant for the calendar taxable year

1943 by reason of the disallowance as a deduction,

in computing taxable income, of $23,613.20 of the

$63,613.20 compensation for personal services ac-

tually rendered, paid by appellant to H. L. Hoff-

man, its President and General Manager, in 1943.

(B) In failing to find and decide that, within

the meaning of Section 23(a)(1)(A) of the In-

ternal Revenue Code, a reasonable allowance for

salary and contingent compensation for personal

services actually rendered, paid by appellant in
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1943 to H. L. Holt'inan, its President and (xeneral

Manager, under a contract dated Deccnibei' 4, 1941,

was at least $63,613.20.

(C) In finding and deciding, without any evi-

dence or substantial evidence in support thereof,

that reasonable compensation for services per-

formed by H. I. Hoffman, the President and Gen-

eral Manager of the appellant, for the year 1943

was only $40,000.00.

(D) In misinterpreting and failing to give

proper legal effect to Section 29.23 (a) -6 of United

States Treasury Department Regulations 111, in

that the Court did not apply the rule laid down

in said regulation that in considering the question

of a reasonable allowance for compensation paid

pursuant to a pre-existing contract, the circum-

stances to be considered are those existing at the

date when the contract for services were made,

not those existing at the date when the contract

is questioned; and if contingent compensation is

paid pursuant to a free bargain between the em-

ployer and the individual made before the services

are rendered, not influenced by any consideration

upon the part of the employer other than that of

securing in fair and advantageous terms the serv-

ices of the individual, it should be allowed as a de-

duction even though in the working out of the con-

tract it may prove to be greater than the amount

which would ordinarily be paid.

(E) In disregarding the rule, established by

Section 29.23 (a) -6 of United States Treasury De-

partment Regulations 111 and settled court deci-

sions, that, under Section 23(a)(1)(A) of the In-
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ternal Revenue Code, in determining a reasonable

allowance for compensation paid, the circumstances

to be taken into account are those existing at the

date when the contract for services w^as made, not

those existing at the date when the contract is

questioned.

(F) In finding and deciding, without any evi-

dence or substantial evidence in support thereof,

that the contract of employment between the ap-

pellant and H. L. Hoffman, dated December 4, 1941,

was not the result of a free bargain between the

parties to secure the services of Hoffman; and

in failing to find and decide that said contract was

the result of a free bargain between the parties

to secure the services of Hoffman.

(G) In failing to give proper legal effect to the

fact that, in the case of a contingent compesation

contract based on a percentage of the employer's

gross sales where the business and fiscal activities

of the employer overlap several calendar years, as

are the facts found in this proceeding, the compen-

sation paid the employee for any one year is in

part compensation for personal services rendered

by the employee in prior years as well as the year

of payment.

(H) In disregarding the unimpeached testimony

of the qualified and competent expert witnesses,

John H. Clippinger, James H. Tuttle, and S. W.
Gilfillan, that the compensation of $63,613.20 paid

by the appellant to H. L. Hoffman in 1943 was rea-

sonable.

(I) In misinterpreting and failing to give

proper legal effect to the evidence of compensa-
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tion paid for like services by like enterprises (Ad-

miral Corporation and Gilfillan Bros., Inc.) under

like circumstances, in accordance with the rule

established by Section 29.23(a)-() of United States

Treasury Department Regulations 111 and settled

court decisions.

II. Designation of Parts of the Record to Be

Printed.

Appellant designates the entire record, as cer-

tified to this Honorable Court by Clerk of The Tax

Court of the United States inclusive of the Orig-

inal Exhibits, as necessary to be printed for the

consideration of the points set forth above. Peti-

tioner also designates this statement of errors and

designation, together with proof of service thereof,

as necessary to be printed.

Dated January 6, 1949.

/s/ CLAUDE I. PARKER,
/s/ JOHN B. MILLIKEN,
/s/ RALPH KOHLMEIER,
/s/ HARRISON HARKINS,

Counsel for Appellant.

Of Counsel:

/s/ L. A. LUCE,

[Endorsed] : Filed January 7, 1949. Paul P.

O'Brien, Clerk.




